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Mission of the Service

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 3221.—Rate of Tax pensation is paid by such employer foB211(b) and 3221(c) plus 100 percent of
o services rendered to him during the quathe taxes collected under Section 3221(d)
Determination of Quarterly Rate  ter peginning April 1, 1999, shall be at thef the Railroad Retirement Tax Act shall

of Excise Tax for Railroad rate of 27 cents. be credited to the Railroad Retirement
Retirement Supplemental In accordance with directions in SecSupplemental Account.
Annuity Program ' i '
y g tl?rl;i(la)trc:f tge .:?allzjo::\?d ?etlremfrl;t AC(Eated February 26, 1999.
In accordance with directions in Sec® » the Ralroad Retirement Boar y Authority of the Board

tion 3221(c) of the Railroad Retiremenpas determined that for the quarter begin-
Tax Act (26 U.S.C., Section 3221(c)) thding April 1, 1999, 36.9 percent of the Beatrice Ezerski,
Railroad Retirement Board has detertaxes collected under Sections 3211(b) Secretary of the Board.

mined that the excise tax imposed by Sucahnd 3221(C) of the R-a”road Retire-memFiled by the Office of the Federal Register on

Section 3221(C_) On_ e\{e_ry emp_loygr, W'thTaX,ACt shall be credited to the Railroa arch 4, 1999, 8:45 a.m., and published in the issue
respect to having individuals in his em-Retirement Account and 63.1 percent Oft ihe Federal Register for March 5, 1999, 64 F.R.
ploy, for each work-hour for which com-the taxes collected under such Sectiong729)

1999-22 |.R.B. 3 June 1, 1999



Part Il. Treaties and Tax Legislation

Subpart A.—Tax Conventions Embassy of the United States of America (a) income from the rental on a full (time
Federal Democratic Republic of Ethiopia or voyage) basis of ships or aircraft used
Ethiopia October 30, 1998 in international transport; (b) income
Ministry of Finance The Embassy of the United States Ofro_m the rental on a bareboat basis of
Federal Democratic Republic of Ethiopia i i i §h|ps or alrcr_aft used in international
P pia - America presents its compliments 0 thgansnort: (c) income from the rental of
November 12, 1998 Ministry of Foreign Affairs of the Federal

containers and related equipment used in

The Ministry of Finance of the FedergP€mocratic Republic of Ethiopia and hagierational transport that is incidental to

. . L the honor to send to the Ministry a cor- ; ; ;
Democratic Republic of Ethiopia presents y income from the international operation

rected version of the diplomatic note NOy; ships or aircraft; and (d) gains from the

its compliments to the Embassy of th
United States of America and has th%54 dated May 29, 1998. The Govern

honor to refer to your letter of 29 May et of the United States of America angiqe in international transport by a person
1998; and we reply to the contents of th? blic of Ethiopi ud apirim.arily engaged in the international op-
letter hereinabove mentioned. ic Republic of Ethiopia conciude aNgraion of ships or aircraft.

We are glad to inform you that the Min-2dreement to exempt from income tax, on ¢ yhe proposals set out above are ac-
istry of Finance, on behalf of the Federal reciprocal basis, income derived by r€Skeptable to the Government of the Federal
Democratic Republic of Ethiopia, acceptidentS of Ethiopia and the United Statefyemqcratic Republic of Ethiopia, the
the terms as detailed in your letter granf! O the international operation of air-gmpassy, on behalf of the Government of
ing exemptions to income derived fromCraft and ships. The terms of the agregne ynited States of America, proposes
the international operation of aircraft andnent are as follows: _ that this Note together with the Govern-
ships and we do extend the same for air- '€ Government of the United Statesyent of Ethiopia's note in reply, shall
craft and ships of the United States of| AMerica, in accordance with sectiongonstitute an agreement between the Gov-
America residents and corporations orga:/ 2(°) and 883(a) of the Intemnal Revenugrment of the United States of America
nized in the United States of AmericacCUe agrees to exempt from tax gross ifpd the Government of the Federal De-
under the same term, insofar as such shif8M¢ derived from the international opermocratic Republic of Ethiopia which shall
and aircraft meet the requirements of gialion of aircraft and ships by Ethiopianenter into force on the date of the Govern-
rectives and other regulations issued bifSidents and corporations organized ifent of the Federal Democratic Republic
the Ministry of transport and communica-=thiopia. This exemption is granted oryf Ethiopia's reply, and shall have effect
tions under Article 18(5) of the Definition (€ Pasis of equivalent exemptionsyith respect to taxable years beginning on
of Powers and Duties of the Executivélranted by the Government of Ethiopia t@r after January 1, 1998.

Organs of the Federal Democratic RepuiNitéd States individual residents and tqhe Embassy of the United States of
lic of Ethiopia proclamation No. 4/1995, corporations organized in the Unitedamerica avails itself of this opportunity

This consent shall come into effect orPtates. o ~to renew to the Ministry of Foreign
the dates indicated in your letter of pro- N the case of an Ethiopian corporationaffairs of the Federal Democratic
posal. the exemption shall apply only if the corRepublic of Ethiopia the assurances of its

The Ministry of Finance avails itself of Poration meets the ownership or publigighest consideration.
this opportunity to assure to your Excel{rading requirements of Ethiopia.

lency its highest consideration and coop- Gross income includes all income de-
eration from it and all other matters. rived from the international operation or

chartering of aircraft or ships, including:

June 1, 1999 4 1999-22 |.R.B.



Part Ill. Administrative, Procedural, and Miscellaneous

Tax Relief for Those Affected by (2) Section 112 (relating to the exclusonnel involved in the peacekeeping ef-

Operation Allied Force sion from gross income of certain combaforts in Bosnia and Herzegovina, Croatia,
pay received by members of the U.Sand Macedonia.
Notice 99-30 Armed Forces);
(3) Section 692 (relating to incomeQUESTIONS AND ANSWERS

PURPOSE
taxes of members of the U.S. Armed 1q 5j1owing questions and answers

This notice provides guidance in & ©rces on death); , generally apply to members of the U.S.
question and answer format on the tax re- (4) Section 2201 (relating to members, ;o4 Forces on active duty and are pat-
lief provided under Executive Order No.0f the U.S. Armed Forces dying in & coMgg ne after the questions and answers in
13119, 64 Fed. Reg. 18797 (April 16Pat Zone or by reason of combat-zone-irgytice 9634, 1996-1 C.B. 379 (Tax Re-
1999) (Executive Order), and the Act ofUred wounds, etc.); o lief for Those Affected by Operation Joint
April 19, 1999 (Act), Pub. L. No. 106-21, (5) Section 3401(a)(1) (defining Wage%Endeavor). Any reference in the follow-
113 Stat. 34 (1999), for U.S. military and €!ating to combat pay for members of the, - ,estions and answers to a “combat

support personnel involved in the militar -S. Armed Forces), zone” also includes a “qualified haz-

operations in the Federal Republic of. (6) Section 4253_(d) (re_la_ting_ to taxas, qous duty area” that, under the Act, is
tion of phone service originating from

Yugoslavia (Serbia/Montenegro), Alba- b fthe U.S. Armed F . treated as a combat zone. For additional
nia, the Adriatic Sea, and the lonian Seg'e”:) ers o t. € Y.o. Armed FOTCes IN ghtormation on the tax treatment of mem-
north of the 39th parallel. combat zone); bers of the U.S. Armed Forces including

(7) Section 6013(f)(1) (relating to.areservists, decedents, or persons missing

BACKGROUND joint return where an individual is Min action, consult Publication 3, Armed

missing status); and , -
The Executive Order, effective March (g) Section 7508 (relating to the time' orces’ Tax Guide.

24,1999, designates the Federal Republigy performing certain acts (including fil- PART 1 — MILITARY PAY

north of the 39th parallel (including theyeason of service in a combat zone).  Q-1: Which geographic areas are included

airspace above these areas) as a combatjnder both the Executive Order andn the combat zone covered by this no-
zone for purposes of § 112 of the Internahe Act, the deadline extension provision§ce?
Revenue Code. under § 7508 apply to members of thé-1: The geographic areas included in the
The Act generally provides that, fory.s. Armed Forces (and those serving ifombat zone are the Federal Republic of
purposes of certain provisions of theypport of the U.S. Armed Forces) in the’ugoslavia (Serbia/Montenegro), Alba-
Code, a qualified hazardous duty aregombat zone or qualified hazardous dutgia, the Adriatic Sea, and the northern
shall be treated in the same manner as ifdtea. Under the Act, during the period théonian Sea above of the 39th parallel (in-
were a combat zone under § 112. The Agpecial pay entitlement is in effect in thecluding the airspace above these areas).

defines the term “qualified hazardousederal Republic of Yugoslavia (Ser.Q_Z_ | am a member of the U.S. Armed
duty area’ to mean any area of the Federgla/Montenegro), Albania, the Adratic ceq assigned to perform services in the
Republic of Yugoslavia (Serbia/MonteneSea, and the northern lonian Sea (abovgyiatic Sea. I any part of my 1999 mil-
gro), Albania, the Adriatic Sea, and thehe 39th parallel), the deadline extensionary pay for .serving in this area excluded
northern lonian Sea (above the 39th parabrovisions under § 7508 also apply to 2fom gross income?

lel) if, as of the date of enactment of theéndividual in other areas who (1) is PErA > ves. The Adriétic Sea is in the com-
Act, any member of the U.S. Armedforming services as part of Operation Aly 0o If you serve in the combat zone
Forces is entitled to special pay under sefied Force, (2) is outside the Unitedas an eﬁlisted person for any part of a
tion 310 of title 37, United States Codestatesand(3) is deployed away from thatmonth all your military pay received for
(relating to special pay: duty subject tandividual's permanent duty station. '

LT T . ; military service that month is excluded
hostile fire or imminent danger), for ser- The Act is generally effective on March y . . )
. . oo from gross income. Commissioned offi-
vices performed in any of these areas, ba#4, 1999, except for the modifications tq

only during the period the entitlement ishe income tax withholding rules of.Cers have aS|m|Iar exclu§|on, but itis lim-
. . ited to the maximum enlisted amount per
in effect. On the date of the enactment & 3401(a)(1), which apply to amounts | .o (currently $4,653). Amounts ex-
the Act, members of the U.S. Armedpaid after April 19, 1999, the date of en- ’ '

. . cluded from gross income are not subject
Forces were entitled to special pay foactment of the Act. to federal income tax.

services performed in all these areas. This notice is in addition to the guid-
The provisions of the Code within theance provided under Notice 96-34, 1996Q-3: My husband and | are both enlisted
scope of the Act are as follows: 1 C.B. 379. Notice 96-34 provides taypersonnel serving in the U.S. Armed

(1) Section 2(a)(3) (relating to the sperelief under the Act of March 20, 1996,Forces in the combat zone. Are we both
cial rule where a deceased spouse wasfub. L. No. 104-117, 110 Stat. 82%ntitled to the income tax exclusion for
missing status); (1996), for U.S. military and support per-military pay?

1999-22 |.R.B. 5 June 1, 1999



A-3: Yes. Each of you qualifies for the in-Q-7: My brother, who is a civilian in the A-10: For both questions, the answer is
come tax exclusion for your military pay. merchant marine, is on a ship that trangres. In general, the deadlines for per-
Q-4: | am a member of the U.S. Armeqio.rts military supplies between theforming certain actions applicable to h.IS
. . . nited States and the combat zone. |s Hiederal taxes are extended for the period
Forces stationed in Italy. | fly missions_ . - . T
. o entitled to the combat zone military payof his service in the combat zone on or
over Yugoslavia as part of the military op- .
: : xclusion? after March 24, 1999, plus 180 days
erations in the combat zone. Is any paﬁ L . . . )

o A-7: No. Those serving in the merchanthereafter. During this extension period,
of my military pay excluded from gross . . . )
income? marine are not members of the_L_J.Sassessment and gollectlon deadllne_s will
A es. You are serving in th combaf{eC FTces. The combal zone iltarpe ewended, and plerest v penatos
zone. See Q & A 2 for a discussion of th%’hay SXSC u:mn :pr 1es on Yl'ho Besm Aers e charged P
amount of your military pay that is ex-Fe T rrln((aj c|>|rces. | € d rme ged.
cluded. orces inciude all regular an reser\’6-11: Assuming the same facts as in

components of the uniformed service : '
- I uestion 10, would my son still have an
Q-5: If I 'am injured and hospitalizedthat are under the control of the Secrea Y

while serving in the U.S. Armed Forces inaries of Defense, Army, Navy, and Airextensmn for filing and paying his federal

the combat zone. is anv of mv militar I h q individual income taxes if he has un-
' y_ y YForce, as well as the Coast Guard. earned income from investments?

pay excluded from gross income?? : husband i ber of th SA-11: Yes. The extension applies without

A-5: Yes. Military pay received by en—Q'8' My husband is a member of the U.Sx-2%: : pp

listed personnel who are hospitalized as%rmed Forces performing services as paregard to the source of your son's income.

result of injuries sustained while servingOf Opergt{on A”'efj Fprcg in -Italy. He ISQ—12: Assuming the same facts as in
in the combat zone is excluded from grog2Ot receiving hostile fire/imminent dangery,,ostion 10, will the deadline extension
income for the period of hospitalizationP2Y- 1S he entitled to the military pay exyoyisions continue to apply if my son is

subject to the 2-year limitation provided®USion? hospitalized as a result of an injury sus-
below. Commissioned officers have &8 NO. U.S. Armed Forces personnef,ineq in the combat zone?

similar exclusion, but it is limited to the S€rVing outside the combat zone are N9l 15. yes. The deadline extension provi-
maximum enlisted amount per monthentitled to the military pay exclusion, un-gjons will apply for the period that your

See Q & A 2. These exclusions fron{€SS they are serving in direct support ofg, s continuously hospitalized outside
gross income for hospitalized enlistednilitary operations in the combat zone fog the United States as a result of injuries
personnel and commissioned officers engfhich they receive hostile fire/imminentg stained while serving in the combat
2 years after the date of termination of thé@nger pay. For a more detailed discusyne  including 180 days thereafter. For
combat zone. sion of the tax treatment of military per-ogpitalization inside the United States,

_ L . sonnel, see Publication 3. For a discUgpe extension period cannot be more than
Q-6: My wife is currently serving in the sjon of possible extension of deadlines; years
U.S. Armed Forces in the combat zongee Q & A's 26 and 27. '

and will be eligible for discharge when Q-13: Do the deadline extension provi-
she returns home. If she is dischargedART 2 — EXTENSION OF sions apply only to members of the U.S.
upon her return, will the payment for thePEADLINES Armed Forces serving in the combat

annual leave that she accrued during h 9 | have been serving in the Adriati zone?

service in the combat zone be exclude(g - | have been serving € a1\-13: No. The deadline extension provi-
. ea since April 1, 1999. | understand that L Lo

from gross income? the deadline for performing certain aC_S|ons also apply to individuals serving in

A-6: Yes. Annual leave payments madgI P 9 the combat zone in support of the U.S.

to enlisted members of the U.S. Armed o>, required by the internal reVeNUG med Forces, such as Red Cross person-
. - aws is extended as a result of my service. . -

Forces at the time of their discharge fronb . . nel, accredited correspondents, and civil-

. . On what date did these deadline exten- . o

the service are excluded from gross in-. lan personnel acting under the direction of

in?

come to the extent the leave was accruesc|1on_S begin? . : .. the U.S. Armed Forces in support of those

. . . A-9: The deadline extension provision

during any month in any part of which the . . orces.

member served in the combat zone ﬁxpply to most tax actions required to be

. - . " _performed on or after March 24, 1999, of-14: My son is a civilian explosive spe-

your wife is a commissioned officer, a L . o S

the date you began serving in the combatalist who is in the combat zone training

ortion of the annual leave payment she : ; o
P ) pay . zone, whichever is later. In your case, thg.S. Armed Forces personnel serving in
receives for leave accrued during an

Yate that the deadline extensions beganttse combat zone. Do the deadline exten-

tmhgnégrlr?bzzl);gr?: ;;Whggheitfuzgaved_l_lr%pril 1, 1999. sion provisions apply to my son?
y ' A-14: Yes. The deadline extension provi-

leave payment cannot be excluded to th®@-10: My son is a member of the U.S. . .
. . . . N sions apply to your son because he is
extent it exceeds the maximum enlisteérmed Forces who is now serving in the ~ = :
. Serving in the combat zone in support of
amount (see Q & A 2) for the month ofcombat zone. Is he entitled to an exteq—
: T . ; . . : he U.S. Armed Forces.
service to which it relates less the amoursion of time for filing and paying his fed-
of military pay already excluded for thateral income taxes? Are any assessment@r15: My husband is a private business-

month. collection deadlines extended? man working in Albania on nonmilitary

June 1, 1999 6 1999-22 |.R.B.



projects. Do the deadline extension proJ.S. Armed Forces will provide your hus-A-21: Yes. Your wife can make a timely
visions apply to my husband? band with instructions on how to notifyqualified retirement contribution for 1998
A-15: No. Other than military personnelthe IRS of your children’s eligibility to re- to her IRA on or before the extended dead-
the only individuals working in the com-ceive this extension of time to file. Sincdine for filing her 1998 income tax return
bat zone that are entitled to the deadlingour older child may be entitled to a reunder the deadline extension provisions.
extension provisions are those serving ifund of tax, she may want to file her fed ... P
support of the U.S. Armed Forces. eral individual income tax return and Ob%:ﬁ.&ﬁﬁﬁ?i@é@?ir?et}r?sr;osni[)\/;?golr?e
Q-16: | am a member of the U.S. Arme&aln her refund. on March 24, 1999, did not make his first
Forces serving in the combat zone. D@-19: | am a member of the U.S. Armedstimated tax payment for 1999 which
the deadline extension provisions apply t&orces serving in the combat zone. Myvas due April 15, 1999. Will my brother
my husband who is in the United States?spouse and our three children live in oupe liable for estimated tax penalties?
A-16: Yes. The deadline extension provihome in the United States. During 1998A-22: No. Your brother is covered by the
sions apply not only to members serving, child care provider took care of our childeadline extension provisions and will not
in the U.S. Armed Forces (or individualsgren in our home. We are required to filé€ liable for any penalties if he files and
serving in support thereof) in the combaj Schedule H, Household Employmen®ays any tax due by his extended filing
zone, but to their spouses as well, witlraxes, as an attachment to our federal iflue date. The U.S. Armed Forces will
two exceptions. First, if you are hospitalgjvidual income tax return to report theProvide your brother with instructions on
ized in the United States as a result gbderal employment taxes on wages wBow to notify the IRS of his eligibility to
injuries received while serving in thepaid to our child care provider. Do theeceive tax relief.

combat zone, the deadline extension prereagiine extension provisions apply to they_23. My son, who is a member of the
visions would not apply to your husbandijling of Schedule H as an attachment tQ) 5 Armed Forces, was on an installment
Second, the deadline extension provisionsr federal individual income tax return? pz;ly}nent plan with the IRS for back in-
for your husband do not apply for any t&19: ves. The deadline extension provicome taxes before he was assigned to the
year beginning more than 2 years after th§ons apply to all schedules and forms thabmbat zone. What should be done now
date of the termination of the combat zongye filed as attachments to the federal ifpat he is in the combat zone?

designation. dividual income tax return. A-23: The IRS office where your son was
Q-17: Assuming the same facts as i'@-ZO: | am a member of the U.S. Armed"@king payments should be contacted.
question 16, will my husband have to filecy.-a5 who served in the combat zone HBECAUSE your son is serving in the combat
a joint tax return in order to benefit fromginning on March 24, 1999. If | serve inZoNe he will not have to make payments
the deadline extension provisions? the combat zone until May 17, 19990N his past due taxes for his period of ser-
A-17: No. The deadline extension proviy,vn will | be required to file my federal Vice in the combat zone plus 180 days.
sions apply to both spouses whether joinf, i iqual income tax return for 19987  NO additional penalties or interest will be
or separate returns are filed. If your hus; charged during the deadline extension pe-
band chooses to file a separate return,
will have the same extension of time t
file and pay his taxes that you have.

-20: You must file your 1998 federal in-~

fVidual income tax return on or before%%:

December 6, 1999, 203 days after you letd-24: My son, who is a member of the
the combat zone. The deadline extensidn.S. Armed Forces serving in the combat
Q-18: My husband is serving in the U.Speriod consists of the sum of the followzone, will file his federal individual in-

Armed Forces in the combat zone. Iing: come tax return for 1998 after April 15,
1998, our son, who is 12 years old, re- (1) 180 days from the date you left thd- 999, but on or before the end of the
ceived $700 of interest income. Oulng 180 deadline extension for filing that return.

daughter, who is 17 years old, received (2) The number of days remaining (aé"e expects to receive a refund. Will the
$2,000 of earned income from part-timeys the date you entered the area) to pe'rRS pay interest on the refund?

work and $900 of interest income. W&orm the required act (in your case, filingq'245 Yes. The IRS will pay interest from
claim both children as dependents on Olyour 1998 federal individual income tax*\Pril 15, 1999, on a refund issued to your

federal i_ndi-vi_dual i_ncome tax return. Arereturn, 3/24/99 to 4/15/99). . . . .. 23 ;on if he files his 1998 federal individual
federal individual income tax returns re- Total income tax return on or before the due
quired to be filed for our children while " date of that return after applying the dead-
my husband is in the combat zone? Q-21: My wife is @ member of the U.S.line extension provisions. The U.S.

A-18: No. Federal individual income taxArmed Forces serving in the combapirmed Forces will provide your son with
returns for your dependent children ar@one. Can she make a timely qualified reinstructions on how to notify the IRS of
not required to be filed while your hus-tirement contribution for 1998 to her indi-his eligibility to receive tax relief. If his
band is in the combat zone. Instead, thesédual retirement account (IRA) after1998 return is not timely filed on or be-
returns will be considered timely if filed April 15, 1999, and on or before the dudore the due date after applying the dead-
on or before the deadline for filing yourdate of her 1998 federal individual in-line extension provisions, no interest will
federal individual income tax return undeccome tax return after applying the deadse paid on the refund except as provided
the deadline extension provisions. Théne extension provisions? under the normal refund rules.

1999-22 |.R.B. 7 June 1, 1999



Q-25: Do the deadline extension proviQ-29: My husband and | are civilian emthe combat zone be reported on my 1999
sions apply to federal tax returns otheployees of defense contractors. | work ifform W-2, Wage and Tax Statement?
than the federal individual income tax rethe United States and my husband tenA-32: Military pay attributable to your ac-
turn? porarily works in Germany. Our jobs in-tive service in the combat zone that is ex-
A-25: Yes. The deadline extension provivolve the production of equipment usealuded from gross income will not be re-
sions also apply to federal estate and gifty the U.S. Armed Forces for Operatiomported on your 1999 Form W-2 in the box
tax returns. However, the deadline exterAllied Force. Do the deadline extensiormarked “Wages, tips, other compensa-
sion provisions do not apply to other fedprovisions apply to either of us? tion.” However, military pay for such
eral tax and information returns, such a8-29: No. The deadline extension proviservice is subject to social security and
those for corporate income tax or employsions do not apply to civilian employeesnedicare taxes and will be reported on
ment taxes. of defense contractors unless they angour 1999 Form W-2 in the boxes marked

Q-26: | am a member of the U.S. Armyservmg in the combat zone in support ofSocial security wages” and “Medicare

that was deployed to Italy to perform serEhe U.S. Armed Forces. wages and tips.”

vices as part of Operation Allied ForcepaRT 3 — MISCELLANEOUS Q-33: I'm an officer serving in the com-

My permanent duty station is in theprOVISIONS bat zone. | have made monthly contribu-
United States where my spouse resides. tions to an individual retirement account

Do the deadline extension provisions foR-30: My daughter is a member of thqira) for 1999. In view of the military
filing and paying our federal individual U.S. Armed Forces serving in the combalay exclusion for my service in the com-
income taxes apply to me? zone. She makes calls to me here in thgy zone, | may have little or no taxable
A-26: Yes. Any member of the U.S.United States. Are these calls exem%mpensation for 1999 and may not be el-
Armed Forces who is performing service§rom the federal excise tax on toll telejgipie to make an IRA contribution for
as part of Operation Allied Force outsidgphone service? 1999. If my taxable compensation is less
of the United States while deployed away\-30: Yes. Telephone calls that originatgan $2000, should | withdraw the portion
from that individual's permanent duty stawithin the combat zone and that are madg my contributions that exceeds my tax-
tion qualifies for the deadline extensiorby members of the U.S. Armed Forcegpe compensation?

for filing and paying federal individual in- serving there are exempt from the federal_33. ves. In general, any amount con-
come taxes. The deadline extension prexcise tax on toll telephone service. If &ipted to your IRA that is more than the
visions also apply to that member’scalling card or collect call is made, a Cergmajier of (1) your taxable compensation,
spouse. tificate of exemption must be furnished tq,, (2) $2000, is an excess contribution

Q-27: My husband, who is a member j)he telephone service provider receiving 4 must be withdrawn to avoid a 6 per-

the U.S. Armed Forces, is at his perm ‘?ynt]en(t fr(])_r Lhe Calll'o Thste_xe?pftion ?ﬁr'cent excise tax. Once you are sure that
o ' . ificate (which may be obtained from ; ;
nent duty station in ltaly performing ser- y Sour taxable compensation will be less

. . . telephone service provider) should b‘?nan $2000. you should withdraw the por-
\Sgefh:sdzzréI?r:eo(g)ftr::g?or,?lligergvlizsczgcrtlesigned and dated by the telephone sulg, ¢ you’rycontributions that excegds
¥criber and contain the following infor- our taxable compensation. You will not

apply? ion: i iqi
A-27: No. U.S. Armed Forces personneﬁnatlon. the amount and point of origin o%e taxed on the distributed amount if you

serving at their permanent duty stationhe call, the name of the member _Of th?eceive the distribution on or before the
outside the combat zone are not entitled -S. Armed Forces performing Service iy, gjine for filing your 1999 federal indi-

the deadline extension provisions. For e combat zone originating the call, thg;q, 5| jncome tax return after applying

more detailed discussion of the tax treahome ©f the telephone service providefq geadiine extension provisions. You
ment of military personnel, see Publica- nd a statement that the charges are THay not take a deduction with respect to
tion 3. , empt from tax under § 4253(d) of the In'thesse distributed contributions. You must
) ternal Revenue Code. also withdraw the amount of net income
Q28 | am a Department pf DefenseQ_SL If the federal excise tax has alreadgttributable to the distributed contribu-
civilian employee stationed in Hungarybeen paid on the toll telephone service itions while they were assets of the IRA.

?r:Na)L/J fr_?”& rg%’ tpermlanent dL:cty station ' & A 30, can a refund be obtained? ~ Any of that net income is includible in
e Unite ates. 1 am performing Ser'A-31: Yes. If the federal excise tax has alyour gross income for 1999. For further

vices as part of Operation Allied I:Orce'ready been paid on that toll telephone seinformation, see Publication 590, Individ-

E;pltteo (rjneea})dlme extension prOVISIonS\;/ice, a refund may be obtained eitheval Retirement Arrangements (IRAs) (In-

. . . i i luding Roth IRA E ion IRAS).
A28 Yes. The deadline extension IorOVIfrom the telephone service provider thatluding Rot s and Education S)

. ollected the tax, or from the IRS by fil-
sions apply to you. Although you are no .
o ing Form 8849, Claim for Refund of Ex-_; : : o
serving in the combat zone, you are a De- - - tion 33, how will the financial institution
o cise Taxes, and providing the exemptio
partment of Defense civilian employee

: . certificate described in A-30. %at distributes my .1999 IRA contribu-
performing services away from your per- tions to me report this distribution?
manent duty station as part of Operatio®-32: How will my military pay for ac- A-34: The financial institution will report

Allied Force. tive service in the U.S. Armed Forces irthe entire amount of the distribution

Q-34: Assuming the same facts as ques-
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(1999 distributed contributions and attribimay seek assistance by calling the IRS d677; and the London Office at (44) (171)
utable net income) on Form 1099-R, Dis1-800-829-1040. 408-8077, or via fax at (44) (171) 495-
tributions From Pensions, Annuities, Re- The IRS offices in Rome, ltaly, Bonn,4224.
tirement or Profit-Sharing Plans, IRAs,Germany, Paris, France, and London, Taxpayers with access to e-mail may
Insurance Contracts, etc. However, iEngland, can also assist you with youdirect questions relating to the tax relief
should report only the amount of any nefederal income tax questions. You mayliscussed in this notice to *Alliedforce@
income attributable to the distributed coneontact the Rome office by calling [39]ccmail.irs.gov which is the IRS e-mail ad-
tributions as the “Taxable amount” on(06) 4674-2560, or via fax at [39] (06)dress for this information.
Form 1099-R. 4674-2223; the Bonn office by calling
[49] (228) 339-2119, or via fax at [49]

PART 4 - INQUIRIES (228) 339-2810; the Paris Office at (33)

Taxpayers within the United Stateq1) 4312-2555, or via fax at (33) (1) 4312-
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Part IV. Items of General Interest
Notice of Proposed Rulemaking FOR FURTHER INFORMATION CON- ular interests. The information made

and Notice of Public Hearing TACT: Concerning the proposed regulaavailable includes the amount of a
tions, Kenneth Christman, (202) 622holder’s OID accrued during the calendar

Real Estate Mortgage 3950; concerning submissions ofyear. Importantly, this information is up-

Investment Conduits; Reporting  comments, the hearing, and/or to béated annually.

Requirements and Other placed on the building access list to attend In addition to the ongoing information

Administrative Matters the hearing, Guy Traynor, (202) 622-7180eporting provided under 88 1.6049-7(a)
(not toll-free numbers). through 1.6049-7(f), Section 1.6049-7(qg)

REG-100905-97 provides for certain information to be leg-

SUPPLEMENTARY INFORMATION:  ended on the face of a CDO or REMIC
certificate when first issued. The infor-
mation includes the total amount of OID

ACTION: Notice of proposed rulemak- Final regulations (TD 8366, 1991-20n the instrument, the issue date, the rate
ing and notice of public hearing. C.B. 18) imposing reporting requirement&t which interest is payable (if any) as of
with regard to CDOs and REMIC regulatthe issue date, and the yield to maturity.
SUMMARY: This document proposes tointerests were published in tiederal Legending appears to provide little
eliminate the regulatory requirement thaRegister for September 30, 1991 (56 F.RPractical benefit. Most CDOs and
certain information be set forth on the facd9512, as corrected by 56 F.R. 51175REMIC regular interests are held through
of a collateralized debt obligation (CDO)Among other things, those regulation®00k-entry systems, which means the leg-
or regular interest in a Real Estate Morteompel the issuer of a CDO or REMIcended information is rarely (if ever) re-
gage Investment Conduit (REMIC). Im-regular interest to set forth certain informaported to the holders. Even if the infor-
plementing the proposal should reduce thton on the face of the instrument (legendMation were reported, it would be of little
burden imposed on issuers of CDOs aniélg). Several commentators have askedse. Holders who are entitled to have
regular interests without impairing thethe IRS to reassess the need for this rule.OID determined for them do not need the

flow of tax information to either the hold- , N information. Holders who need or want
ers of those instruments or the IRS. Thi§XPlanation of Provisions to determine OID themselves cannot

document also provides notice of a public Section 1272(a)(6) of the Internal Rev-make the necessary segt?on 127.2.(3)(6)
alculations without acquiring additional

hearing on these proposed regulations. enue Code provides a special rule for caf— : .
information. Furthermore, legended in-

Sculatlng the accrual of original issue dlsi‘ormation is available through other

DATES: Written and electronic comment )

must be received by July 19, 1999. oufEount (OID) on RI.EMIC regular INterestSy  rces. It can be obtained from vendors
lines of topics to be discussed at the pulf?-nd CDOS'. Spemal rules are needed be financial information or requested
lic hearing scheduled for September 152US€ the t!m|ng of paymenfts on these "Minder other section 6049 regulations. For
1999, at 10 a.m. must be received by Agtruments is often uncertain. Althougi}hese reasons, the IRS and Treasury pro-

gust 23, 1999. ,CDOSd a”,‘:hRf.EM:jC re?“'f":r 'gtetresfhaz‘jéose to rescind § 1.6049—7(g).
ISsued with Tixed maturity dates, they o, ments are invited on these pro-

ADDRESSES: Send submissions tgnay be accelerated to the extent th"jbtosed regulations. In particular, any tax-
CC:DOM:CORP:R (REG-100905-97),0bligations collateralizing them prepay. ayers that rely on legended in;‘ormation
Room 5226, Internal Revenue Service, Because the holder of a CDO O'Ia)lre asked to specify the items relied on
POB 7604, Ben Franklin Station, WashREMIC regular interest would not neces; 4 suggest other ways to provide those
ington, DC 20044. Submissions may bé&arily have the information needed to Cali'tems (such as including them among the
hand delivered Monday through Fridayculate OID under section 1272(a)(6) 1o ms that must be reported under
between the hours of 8 a.m. and 5 p.m. t&ongress added section 6049(d)(7) to res 1.6049—7(a) through 1.6049-7(f)).
CC:DOM:CORP:R (REG-100905-97),quire enhanced reporting for such instru-

Courier’s Desk, Internal Revenue Serments. In addition, Congress gave thProposed Effective Date

vice, 1111 Constitution Avenue, NW,IRS and Treasury specific authority to o )
Washington, DC. Alternatively, taxpayergssue regulations carrying out that pur- 1Nne rescission of § 1.6049-7(g) is pro-
may submit comments electronically vigpose. 2 H.R. Conf. Rep. 99th Cong. 20sed to be effective on the date the regu-
the internet by selecting the “Tax Regs'Sess. 11-237 (1986), 1986-3 (Vol. 4) C.Blations are published in tffeederal Reg-
option on the IRS Home Page or by sub237. ister as final regulations.

mitting comments directly to the IRS In- The regulations issued under SeCtiogpecial Analyses

ternet site at http://www.irs.ustreas.govb049(d)(7) are comprehensive. Sections

tax_regs/reglist.html. The public hearingl.6049-7(a) through 1.6049-7(f) estab- It has been determined that this notice
will be held in room 2615, Internal Rev-lish a chain of reporting obligations thaf proposed rulemaking is not a signifi-
enue Building, 1111 Constitution Avenuegnsures essential tax information willcant regulatory action as defined in EO
NW., Washington, DC. flow to holders of CDOs and REMIC reg-12866. Therefore, a regulatory assess-
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ment is not required. It has also been detleadline for receiving outlines hasThis document also provides notice of a
termined that section 553(b) of the Adpassed. Copies of the agenda will bpublic hearing on the proposed regula-
ministrative Procedure Act (5 U.S.C.available free of charge at the hearing. tions.

chapter 5) does not apply to these regula- )
tions, and, because the regulations do nbtafting Information DATES: Written comments and outlines

impose a collection of information on g principal author of these regulationé:)f or.al com.ments to be presented at the
ublic hearing scheduled for September

small entities, the Regulatory Flexibility ;s kanneth Christman, Office of Assistan :
Act (5 U.S.C. chapter 6) does not applypiaf Counsel (Financial Institutions an 4, 1999, at 10 a.m. must be received by
Pursuant to section 7805(f) of the Intern roducts). However, other personnel frc)rﬁugust 3, 1999.

Revenue Code, this notice of propose L
. o . - the IRS and Treasury Department patrtici . P
rulemaking will be submitted to the Chief y ep PAMICADDRESSES: Send submissions to

Counsel for Advocacy of the Small Bugi-Paed in their development. CC:DOM:CORP:R (REG-208156-91),
ness Administration for comment on its * ok ok Kk K room 5226, Internal Revenue SerVice,
impact on small business. POB 7604, Ben Franklin Station, Wash-
Proposed Amendments to the Regulatioriagton, DC 20044. Submissions may be

Comments and Public Hearing Accordingly. 26 CER part 1 i hand delivered Monday through Friday
Before these proposed regulations ar@osggct)cr) tl)gga?lr;ended as fzﬁgws > P"®"between the hours of 8 a.m. and 5 p.m. to:

) ) . : CC:DOM:CORP:R (REG-208156-91),

adopted as final regulations, considera- .

tion will be given to any written com- PART 1—INCOME TAXES Courier’s Desk, Internal Revenue Ser-

: L ; vice, 1111 Constitution Avenue, NW.
ments (a signed original and eight (8) L ' ) ' '
copies) and electronic comments that are Paragraph 1. The authority citation fosvashington, DC. Alternatively, taxpayers

submitted timely to the IRS. The IRS ana)a;tulthcoorﬁtlh;gsljcosrgad?é%giriés foIIowsanl submit tc);ommlentg elehctrﬁ)_lr_ncalllqy V'a,l,
Treasury Department specifically request y: T the Internet by selecting the “Tax Regs

comments on the clarity of the proposeg1.6049—7 [Amended] option on the IRS Home Page, or by sub-

regulations and how they may be made mitting gomments directly to the IRS In-
easier to understand. All comments will Par. 2. In § 1.6049—7, paragraph (g) i(ernet site at http://www.irs.ustreas.gov/

be available for public inspection andemoved. tax_regs/regslist.ntml. The public hear-
copying. ing will be held in the IRS Auditorium,

i - Robert E. Wenzel, 7tk Floor, Internal Revenue Buildin
A public hearing has been scheduled for Deputy Commissioner of 1111 Consiitution Avente, NW, Washing.
September 13, 1999, beginning at 10 a.m. ' ' g

. S Internal Revenue.

in room 2615, Internal Revenue Building, ton, DC.
1111 Constitution Avenue, NW, Washing- (Filed by the Office of the Federal Register on Ma
ton DC. Due to building security proce-18, 1999, 8:45 a.m., and published in the issue of t
dures, visitors must enter at the 10th StreEgderal Register for May 19, 1999, F.R. 27221)

entrance, located between Constitution and T:OntS';oozhnGI\zﬂé ﬁgae)lgl.auru or L?O F. T)OI"?‘”
Pennsylvania Avenues, NW. In addition, at (202) - ; concerning submis-

all visitors must present photo identificalNotice of Proposed Rulemaking ~ Sions of comments, the hearing, and/or to

-OR FURTHER INFORMATION CON-
TACT: Concerning the proposed regula-

tion to enter the building. Because of acand Notice of Public Hearing be placed on the building access list to at-
cess restrictions, visitors will not be admit- _ tend the hearing, Michael L. Slaughter of
ted beyond the immediate entrance arddccounting for Long-Term the Regulations Unit at (202) 622-7180
more than 15 minutes before the hearingontracts (not toll-free numbers).

starts. For further information about havpe 548156 g1 SUPPLEMENTARY INFORMATION:

ing your name placed on the building ac-

cess list to attend the hearing, see th@GENCY: Internal Revenue ServicePaperwork Reduction Act
“FOR FURTHER INFORMATION CON-  (IRs). Treasury.

TACT” section of this preamble. The collections of information con-
The rules of 26 CFR 601.601(a)(3)ACTION: Notice of proposed rulemak-tained in this notice of proposed rulemak-

apply to the hearing. ing and notice of public hearing. ing have been submitted to the Office of
Persons who wish to present oral com- Management and Budget for review in ac-

ments at the hearing must submit write@UMMARY: This document contains cordance with the Paperwork Reduction
or electronic comments and an outline ofroposed regulations describing how inAct of 1995 (44 U.S.C. 3507(d)). Com-
the topics to be discussed and the time ttwme from a long-term contract must benents on the collections of information
be devoted to each topic (a signed originalccounted for under section 460 of the Inshould be sent to th®ffice of Manage-
and eight (8) copies) by August 23, 1999ternal Revenue Code, which was enactedent and Budget,Attn: Desk Officer for

A period of 10 minutes will be allotted by the Tax Reform Act of 1986. A tax-the Department of the Treasury, Office of
to each person for making comments. payer manufacturing or constructingnformation and Regulatory Affairs,

An agenda showing the scheduling oproperty under a long-term contract willWashington, DC 20503, with copies to
the speakers will be prepared after thbe affected by these proposed regulationthe Internal Revenue ServiceAttn: IRS
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Reports Clearance Officer, OP:FS:FR1986 Act), Public Law 99-514 (100 Stattion method based on a cost-to-cost com-
Washington, DC 20224. Comments 012085, 2358-2361), generally requires parison (PCM). However, the income
the collections of information should betaxpayer to determine the taxable incomiFom certain exempt construction con-
received by July 6, 1999. Comments arfom a long-term contract using the pertracts still may be determined using the
specifically requested concerning: centage-of- completion method. Sectio€CM, the exempt-contract percentage-of-
Whether the proposed collections of in460 was amended by section 10203 of thempletion method (EPCM), or any other
formation are necessary for the prope®@mnibus Budget Reconciliation Act ofpermissible method. Contracts that are
performance of the functions of theer- 1987, Public Law 100-203 (101 Statnot long-term contracts must be ac-
nal Revenue Serviceincluding whether 1330, 1330-394); by sections 1008(c) ancounted for using a permissible method of
the information will have practical utility; 5041 of the Technical and Miscellaneousccounting other than a long-term con-
The accuracy of the estimated burdeRevenue Act of 1988, Public Law 100-tract method (i.e., a method other than the
associated with the proposed collection847 (102 Stat. 3342, 3438-3439 an®CM, the CCM, or the EPCM). See sec-
of information (see below); 3673-3676); by sections 7621 andion 446 and the regulations thereunder.
How the quality, utility, and clarity of 7811(e) of the Omnibus Budget Reconcil- The IRS and Treasury Department pro-
the information to be collected may be eniation Act of 1989, Public Law 101-239vided guidance on section 460 in Notice
hanced; (103 Stat. 2106, 2375-2377 and 24089-15 (1989-1 C.B. 634) and in Notice
How the burden of complying with the 2409); by section 11812 of the Omnibu87-61 (1987-2 C.B. 370). These pro-
proposed collections of information mayBudget Reconciliation Act of 1990, Pub-posed regulations generally incorporate
be minimized, including through the apdic Law 101-508 (104 Stat. 1388, 1388-the relevant provisions of 81.451-3 and
plication of automated collection tech-534 to 1388-536); by sectionsthe notices under section 460. However,
niques or other forms of information tech1702(h)(15) and 1704(t)(28) of the Smalthese proposed regulations also modify
nology; and Business Job Protection Act of 1996, Putand amplify certain rules provided in
Estimates of capital or start-up costs angt Law 104-188 (110 Stat. 1755, 187481.451-3 and notices under section 460.
costs of operation, maintenance, and put-888); and by section 1211 of the TaxSpecifically, for example, these regula-
chase of services to provide information. payer Relief Act of 1997, Public Lawtions provide an exception for de minimis
The collection of information in this 105-34 (111 Stat. 788, 998—1000). construction activities, modify the con-
proposed regulation is in §1.460-1(e)(4). Section 460(h) directs the Secretary t§act completion rules, clarify the treat-
The information collected in 81.460—prescribe regulations to the extent necegent of non-long-term contract activities,
1(e)(4) is required to notify the Commis-sary or appropriate to carry out the purmodify the severing and aggregating rules
sioner of the taxpayer’s decision to sevejose of section 460, including regulation$0 €mphasize pricing and to prevent sev-
or aggregate one or more contracts undﬁf prevent a taxpayer from avoiding secérance by taxpayers of contracts ac-
the regulations. This collection of infor-tion 460 by using related parties, passsounted for using the PCM, clarify the
mation is mandatory. The likely responthrough entities, intermediaries, options¢onsistency rule provided in Notice 89—

dents are for-profit entities. and other similar arrangements. 15, provide an inventory exception to the
Estimated total reporting burden: related party rules, provide safe harbors
50,000hours. Explanation of Provisions for determining whether a manufactured
Estimated average burden per responl- Overview item is unique, and modify the normal
dent:_1hour. ' time to complete an item to conform to
Estimated number of respondents: Before the enactment of section 460the production period in section 263A.
50,000 §1.451-3 of the Income Tax Regulations These proposed regulations will apply
Estimated annual frequency of repermitted a taxpayer to determine the it® any contract entered into on or after
sponses: On occasion. come from a long-term contract using eifinal regulations are published in thed-

An agency may not conduct or sponsognper the completed-contract metho@ral Register.
and a person is not required to respond tg; _of- i o
a collection of information unless the col-g:e(fm)df)irntgzdﬁﬁ;egi%i oigé)k:nrpelcejgi(;:g_ Definition of Long-Term Contract
lection of information displays a valid and disbursements method, if otherwise Under section 460(flong-term con-
OMB control number. permissible, or an accrual method. Undaract generally means any contract for the
_ Books or records relating to a colleche ccM, a taxpayer does not report inmanufacture, building, installation, or
tion of information must be retained agome until a contract is complete, everonstruction of property if the contract is
long as their contents may become matefough payments are received in yeansot completed within the taxable year the
ial in the administration of any internalyior to completion. The percentage-oftaxpayer enters into the contract (con-
revenue law. Generally, tax returns anflompletion method, on the other hand, reracting year). For this purposeanufac-
tax return information are confidential, agyyires a taxpayer to recognize income aturing concerns only personal property,
required by 26 U.S.C. 6103. cording to the percentage of the contragind building, installation,and construc-
that is completed during each taxable yeaion (construction) concern only real

Section 460 generally requires the inproperty.

Section 460, which was enacted by secome from a long-term contract to be de- Section 460 continues the policy estab-
tion 804 of the Tax Reform Act of 1986termined using the percentage-of-compldished in §1.451-3(b)(1) of excluding a

Background
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manufacturing contract from the defini-earlier taxable year (completion yearxontract(s) benefitted. Otherwise, the
tion of long-term contract unless the conthat: (1) the customer uses the subjegroposed regulations require the taxpayer
tract involves the manufacture of (1) amatter for any purpose (other than testingp account for such gross receipts and
unique item of a type that is not normallyand 5 percent or less of the total allocableosts using a permissible method of ac-
included in the finished goods inventorycontract costs attributable to the subjeaounting other than a long-term contract
of the taxpayer or (2) an item normally rematter remain to be incurred by the taxmethod of accounting. See Rev. Rul. 82—
quiring more than 12 calendar months tpayer; or (2) the subject matter of the cont34 (1982-2 C.B. 88) (engineering and
complete, regardless of the duration of theact is finally completed and accepted. Aonstruction management services); Rev.
contract. taxpayer must determine whether a corRul. 80-18 (1980-1 C.B. 103) (engineer-
A contract is a contract for the manu4ract has been finally completed and adng and construction management ser-
facture or construction of property if suchcepted during the taxable year based upaices); and Rev. Rul. 70-67 (1970-1 C.B.
activities are necessary for the taxpayeran analysis of all relevant facts and cird17) (architectural services).
contractual obligations to be fulfilled andcumstances. To the extent that the “use” ) )
are not complete when the parties enteule requires a taxpayer to treat a contraft S€Vering And Aggregating Contracts
into the contract. However, a contract iais completed before final completion and Section 460(f)(3) provides that the Sec-
not a construction contract if it requiresacceptance have occurred, the propos?éitary may prescribe regulations to treat
the provision of land by the taxpayer andegulations explicitly adopt a rule differ-yyo or more contracts which are interde-
the estimated total allocable contract costnt from that considered Ball, Ball and
attributable to the taxpayer’s constructioBrosamer, Inc. v. Commission864 F.2d
activities are less than 10 percent of thgoo (9th Cir. 1992)aff’g T.C. Memo.
total contract price. This de minimis con41990-454. IrBall, the Ninth Circuit held proposed regulations allow the Commis-
struction rule may affect the result of factshat the contract for construction of &joner, and generally require a taxpayer
similar to those irFoothill Ranch Com- space shuttle complex was not complet% se\;er and aggregate contracts wheﬁ
pany Partnership v. Commissiondd0 in 1983, notwithstanding that the perforhecessary to clearly reflect income
T.C. No. 8 (1998), in which the Tax Courtmance report indicated the contract was The proposed rules provide threé crite-
concluded that the sale of land could bgoo percent complete and the customey, ¢ determining whether severance or
accounted for using the PCM since conwas using the subject matter for its inygqregation is required. First, indepen-
struction of buildings and improvementsended purpose, since the remaining WOrlent pricing of items is necessary for an
was necessary to fulfill the taxpayer'so be done in 1984 (such as installing FUNsgreement to be severed into two or more
obligations under the sales agreemenigay extensions, airfield lighting, drainage.cracts. On the other hand interdepen-
and those obligations were not completegnd a laser tracking System) was an int%,ent prici.ng of items in sepa;rate agree-
in the tax year of the sale. gral part of the contract and the contraGhants is necessary for two or more agree-

pendent as one contract and to respect a
contract which is properly treated as an
aggregation of separate contracts. The

3. Date Taxpayer Enters Into A Long- specifically provided that use was NOinenis 1o be aggregated into one contract.

Term Contract deemed acceptance. Second, an agreement may not be severed

The regulations also provide that if 36 two or more contracts, unless it pro-
The proposed regulations provide that gontract accounted for using the CCM regiges for separate delivery or separate ac-

taxpayer enters into a long-term contraduires the construction of a primary subgeptance of portions of the subject matter
in the taxable year that the contract bindéct matter and a secondary subject Mgkt the agreement. However, separate de-
both the taxpayer and the customer undéer, the contract is completed when the ey or separate acceptance of portions
applicable law. If a taxpayer delays entefprimary subject matter is completed. Auf the subject matter of the agreement by
ing into a contract to avoid section 460jaxpayer must separate the gross receipfSeit does not necessarily require sever-
however, the taxpayer will be treated agnd costs related to the incomplete segpce of the agreement. Third, an agree-
having entered into the contract on thendary item(s) from the long-term con-,ant may not be severed into two or more
date the taxpayer or a related party incuigact and account for them using a permigsontracts if a reasonable businessperson

any allocable contract costs, other thagible method of accounting. would not have entered into separate

bidding or negotiating costs. If a taxpayer L a t taining the t llocabl
Non-Long-Term Contract Activites ~ a9r€€ments containing the terms aflocable

must sever an accepted change order Br J to each severed contract. Similarly, two

exercised option from a long-term con- The performance of any activity otheror more agreements may not be aggre-
tract, the taxpayer enters into another CORan manufacturing or construction is ajated into one contract, unless a reason-
tract with the customer when the changgon-long-term contract activity. If theable businessperson would not have en-
order is accepted by the taxpayer or whefrformance of a non-long-term contractered into one of the agreements for the
the option is exercised by the customeb ity such as engineering and desigrierms agreed upon without also entering
whichever is applicable. ing, is incident to or necessary for thénto the other agreement. The criteria
manufacture or construction of the subjeadopted in the proposed regulations gen-
matter of one or more of the taxpayer'rally are consistent with the Tax Court’s
long-term contracts, the taxpayer must atonclusions inSierracin Corporation v.
The proposed regulations provide that bbcate the gross receipts and costs attriGommissioner90 T.C. 341 (1988)acq.

long-term contract is completed in theutable to that activity to the long-term1990-2 C.B. 1, an&eneral Dynamics
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Corporation v. Commissionél,C. Memo 8. Long-Term Contracts of Related require either significant design or
1997-420. Parties lengthy production periods ordinarily will
Under the proposed regulations, a tax- , ) not be subject to section 460. Third, a
payer may not apply the severance rule 1he Proposed regulations contain rule§njque item ceases to be unique no later
described in the preceding paragraph fimilar to those in Notice 89-15 (Q&A-8) than when the taxpayer normally carries
the entire contract would be accounted fdPr @n activity of a taxpayer that is inCi-gimijar items in its finished goods inven-
using the PCM. However, the Commisd€nt to or necessary for a related partyg,
sioner may sever a contract accounted f§Png-term contract subject to PCM.  The The proposed regulations adopt criteria
using the PCM as necessary to clearly rédXPayer must account for the gross rejitferent from those irSierracin, supra,
flect income. In addition, a taxpayer mus€€iPtS and costs from such an activityyhich was decided two years after the en-
sever a long-term contract (not accountelSing the PCM, even if this activity is NOtactment of section 460, but concerned the
for using the PCM) that increases th@therwise subject to section 460. Thesxpayer’s use of the CCM for taxable
number of units to be supplied to the cudroposed regulations contain an inventoryears ending before the enactment of sec-
tomer, such as through the exercise of gxception for subassemblies and compgion 460. InSierracin, the Tax Court de-
option or the acceptance of a “chang8€nts sold to a related party, howevegejoped a two-prong test for determining
order,” if the contract provides for sepa¥hen the taxpayer regularly carries thesghether an item is unique. That test pro-
rate delivery or separate acceptance of ti€mMs in its finished goods inventories andiged that an item is unique if (1) it is de-

additional units. 80 percent or more of the gross receipi§igned for the needs of a specific cus-
. from the sale of these items typicallytomer and (2) the taxpayer’s contracts are
7. Classifying Long-Term Contracts comes from unrelated parties. subject to unpredictable manufacturing

The proposed regulations provide that 3 To determine the percentage of the conyisks that make it difficult for the taxpayer
: . ract that has been completed by the eng determine the ultimate profit or loss on
:?;Crt)?{se;Smrgﬁtgfgfcgcgﬁﬁ;;y'nqrﬁ.?:_f’f the taxable year (completion factor)gn interim basis.

g- -he taxpayer with the long-term contract The regulations incorporate tiRier-
taxpayer must request the consent of thﬁust take into account the related party’gci iteri dina desi but
Commissioner to change its method of .. L cin criterion regarding design, but ex-

- . activity that is incident to or necessary f06|ude the criterion regarding unpre-
E:Z;;}TZQ,%; %?t;asgsrt.icﬂgrvvs\égr;)f|fctohne_its long-term contract at the time it incurgjictable manufacturing risk because that
the liability to the related party, rathercriterion was developed primarily to jus-

tract is no longer appropriate for subse;

quent contracts of that type as a result of gan when the related party incurs costs ity the taxpayer’s use of the CCM. See,

change in underlying facts, such as wheperform the activity. e.g., GCM 7998 (IX-2 C.B. 206, 208);
’ Rev. Rul. 70-67 (1970-1 C.B. 117)148F

a manufactured item no longer is unique. Unique Items
due to a reduction in the extent of design OF JOINT COMM. ON TAXATION, 99TH
or no longer requires 12 months to pro- Section 460 applies if a taxpayer manuyCONG., 1T Sess, Tax REFORM PROPOS

duce, a change in the classification ofactures a unique item of a type that is ngtS: ACCOUNTING ISSUES(JCS-39-86) 46
such subsequent contracts is not a changermally included in the finished goods(Comm. Print 1985). Manufacturing risk
in method of accounting. To the extentventory of the taxpayer and if the coniS not relevant under the PCM because the
that the consistency rule in Notice 89—1%act is not completed by the close of théAxpayer is required to use reasonable es-
(Q&A-7) was interpreted to prevent tax-contracting year. As in §1.451-3(b)(1)dimates, agijusted annually, while the con-
payers from changing the classification ofii), the proposed regulations provide thaifact is being performed and because the
a particular type of subsequent contract$nique means specifically designed fofaxpayer is required to use the. look-back
when the underlying facts have changedhe needs of a customer. Thus, a contra®ethod to correct for estimation errors
the proposed regulations clarify the conmay require the taxpayer to manufactur@hen the contractis completed. Thus, the
sistency rule. more than one unit of a unique item. ~ rationale supporting the consideration of
Under the proposed regulations, a tax- The proposed regulations contain thre@anufacturing risk as a prerequisite to the
payer must classify a contract that resafe harbors concerning contracts to maiS€ of the CCM, that the taxpayer is un-
quires the taxpayer to manufacture pemfacture unique items. First, an item igPle to determine its total contract costs,
sonal property and to construct reanot unique if the taxpayer normally com/S not applicable to contracts subject to
property separately as a manufacturingletes the item within 90 days. Secondhe PCM.
and a construction cont'ract, unless 95 pe;an. item cgstqmized frpm qtaxpayer’s €X10.12-Month Completion Period
cent or more of the estimated total allocasting design is not unique if the total allo-
ble contract costs are reasonably allocabteble contract costs attributable to cus- The proposed regulations provide that a
to the manufacturing activities or to thetomizing activities that are incident to oomanufactured item normally requires
construction activities (in which case thenecessary for the production of the itenmore than 12 months to complete if its
taxpayer may chose to classify as either@oes not exceed 5 percent of the estimatpdoduction period, as defined in
manufacturing or a construction contractotal costs allocable to the item. Thus§1.263A-12, is reasonably expected to
as appropriate). contracts to manufacture items that do na&xceed 12 months, determined at the end
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of the contracting year. In general, thd3.Home Construction Contracts tion of construction-related gross receipts
production period for an item or unit be- ) ) of persons that own, or are owned by, the
gins when the taxpayer's incurs at least 5 S€ction 460(e)(6) provides that & cong,y haver but that are not subject to
percent of the estimated total aIIocabIétrUCt'on_Comr""ct IS a hqme Cc_’nStrUCt'c’@l.263A—3(b)(3). These rules are similar
contract costs, including planning and degontract if the taxpayer (including a suby, yhoge that applied to the $25,000,000

sign expenditures, allocable to the item drontractor working for a general Comrac'gross receipts test under prior law.

unit, and the production period ends whefP") reasonably expects to attribute 8 .
the item or unit is ready for shipment teercent or more of the estimated total5. Accounting For Long-Term

ntract costs, determined at the close of Contracts—In General

the taxpayer's customer. In the case contracting year, to the construction of
components that have to be assembled ng year, - uctiol i i
reaszembled into an item or unit at th ) @ dwelling unit or a building contain- Th(_a p_roposed regulations prgscrlbe
customer's facility by the taxpayer's em-9 four or fewer dwelling units and (2)Permissible methods of accounting for
ployees or agents, the production periolf’PrOVements to real property directly relong-term contracts subject to section
ends when the conlwponents are assembl d to the dwelling units and located 0rfG0(@). Ataxpayer must use the PCM and
or reassembled into an operable item gpe site of the dwelling units. For thisTeY e!gct t0 use the .10-percent 'method.
Uit purpose, awelling unitmeans a house orIn_ad_dltlon, the regulations prgscrlbe per-
Fbr this purpose, the proposed regula%n apartment used to provide living actnissible methc_>ds of accounting for ex-
tions contain rules ;equiring a taxpayer t ommodations in a building or structure€MPt construction contracts (exempt con-
treat the activities of a related party as th ut does not include a unit in a hoteliract methods). Perm|35|blle gxempt
activities of the taxpayer to prevent thémtel’ or other establishment more thafontract methods of accounting include
taxpayer from avoiding section 460 0e1alf of the units in which are used othe PCM, the EPCM, the CCM, or any
However. if the inventory excention dis.2 Tansient basis. In addition, a taxpayéither permissible method.
cussed in baraaraph 8 agove ispsatisfie 4Must treat each townhouse or rowhouse asSection 460(e)(5) allows a taxpayer to
taxpayer c%nsi?jerps) the activities of a re’ail separate building. The proposed regu|geterm|ne_ the Income fr(_)m a residential
Iatepd yart as it incurs the liability to the.O1'S Provide that a taxpayer includes igonstruction contract using the percent-
relatert)j Ztrt cather than as thg relatdye cost of the dwelling units their alloca:2ge-of-completion/capitalized-cost meth-
party e share of the cost of any common imod (PCCM). A taxpayer also may deter-

party performs the activity. provements (e.g., sewers, roads, clunine the income from a qualified ship
11. Definition Of Construction Contract houses) that benefit the dwelling unit angontract using the PCCM. - Under this
that the taxpayer is contractually obligmethod, a taxpayer must determine the in-

Section 460(e)(4) and the proposedted, or required by law, to construcEome from the long-term contract using
regulations provide that eonstruction \ithin the tract or tracts of land containthe PCM for the applicable percentage
contractis any contract for the building, ing the dwelling units. and using its exempt contract method for
construction, reconstruction, or rehabilita- the remaining percentage of the contract.
tion of, or the installation of any integral14.$10,000,000 Gross Receipts Test The proposed regulations reserve on
component to, or improvements of, real . - : the accounting for mid-contract change in
property. Thus, a contract to install an in; Section 460(e)(1)(B)(ii) provides th"fi,h';t_xpayers. The IRS and Treasury Depart-

he $1 r recei [ .
tegral component to real property can bt e $10,000,000 gross receipts test is s ment request comments regarding the

. ) . . f&fied if the taxpayer’s average annual
subject to section 460 even if the installa- ross receipts for the three taxable yeaggeatment of transfers of long-term con-

tion activity is _not ac_cc_)mpamed by anygreceding the contracting year do not eQ_racts prior to completion.
other construction activity.

ceed $10,000,000. For this purpose, se¢g_percentage-of-Completion Method

12.Exempt Construction Contracts tion 460(e)(2) mandates the aggregation _ _
of gross receipts of all trades or busi- The proposed regulations provide that

Section 460(e)(1) exempts two types ofiesses under common control with thender the PCM, a taxpayer generally in-
construction contracts from the generalxpayer. Section 460(e)(2) also providegludes a portion of the total contract price
scope of section 460. These exempt cothat the Secretary shall prescribe reguldn income for each taxable year that the
struction contracts are: (1) home contions providing attribution rules that taketaxpayer incurs contract costs allocable to
struction contracts and (2) 2-year coninto account taxpayers who engage ithe long-term contract. To determine the
struction contracts of a small contractorconstruction contracts through partnerincome from a long-term contract, the
A small contractor is a taxpayer that satisships, joint ventures, and corporations. taxpayer first computes theompletion
fies the $10,000,000 gross receipts test The proposed regulations require th&ctor for the contract, which is the per-
discussed below. The 2-year constructioaggregation of gross receipts under theentage of the estimated total allocable
requirement is satisfied if the taxpayecommon control rules in §1.263A-contract costs that the taxpayer has in-
reasonably estimates, when entering int®b)(3), other than the rules applicable tourred (based on the all events test of sec
the contract, that the contract will be comsingle employers under section 414(mjion 461, including economic perfor-
pleted within 2 years from the contractand the regulations thereunder. In addimance, regardless of the taxpayer’s
commencement date. tion, the regulations require the attribumethod of accounting) through the end of
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the taxable year. Second, the taxpayaillocable contract costs. Once elected9. Simplified Cost-To-Cost Method
computes the amount ofimulative gross the 10-percent method applies to all of the . .
receiptsfrom the contract by multiplying taxpayer’s long-term contracts entered The proposed regulations permit a tax-
the completion factor by thetal contract into during and after the election yearpayerttr? elfact IF? leocatt? conttract t(;]OSJS
payer reasonably expects to receive undgayer may not elect the 10-percen taxpayer mEst determine a contract's
the contract. Third, the taxpayer Commethpd if the 'Faxpayer determllnes allo,caéompletion factor based upon only direct
putes the amount elurrent-year gross re- ple direct and indirect costs using the SiMyaterial costs: direct labor costs: and de-
ceipts, which is the difference betweenplified cost-to-cost method. preciation amortization, and cost recov-
the cumulative gross receipts for the cur- _ er aIIowe;nces on e ui, ment and facili-
rent taxable year and the cumulative grosk3. Cost Allocation Rules y quip

receipts for the immediately precedin ties directly used to manufacture or
P - yp 9" section 460(c) provides cost allocatiorconstruct property under the contract. A
taxable year. This difference may be a

. . rules for long-term contracts subject tdaxpayer may allocate costs using the sim-
loss (a “99'?““‘ numbe_r) if a taxpayer haﬂge PCM. Section 460(c)(1) providesplified cost-to-cost method only if the tax-
overstated its completion factor for the : ) ; i

. : . generally that all costs which directlypayer determines the taxable income from
immediately preceding taxable year enefit, or are incurred by reason of, thall long-term contracts using the PCM.
Fourth, the taxpayer takes into accou;f ’ y '

both the current-year gross receipts a gng-term c%ntralft actlg|t|eshof Ithe taX'ZO.Cost Allocation Rules For Exempt
the amount of allocable contract costs a®@Yer must be allocated to the long-term Construction Contracts

tually incurred during the taxable year.ContraCt in the same manner as costs are

To the extent any portion of the total con@llocated to extended-period long-term The proposed regulations, which super-
tract price has not been included in taxgontracts under section 451 and the reggede §1.451-3(d) (concering the CCM),
able income by the completion year, sedations thereun@er (81.451-3(d)(6)rovide cost allocation rules for exempt
tion 460(b)(1) and the proposeo‘hrough (9)). Section 460(c)(2), howeverconstruction contracts accoun?ed for
regulations require the taxpayer to includ@!so requires a taxpayer to allocate cost$'"d the CCM. These rules provide that
that portion in income for the taxable yeatdentified under a cost-plus long-term? taxpayer may al!oci]\te direct and indi-
following the completion year. contract or a federal long-term contract€Ct contract costs in the same way as cur-

Under the proposed regulations, tots@ven if these costs would not be allocaplgently required under 81.451-3(d)(5) for
e ’ ; long-term contracts that are not extended-

contract price includes all bonusestnder the cost allocation rules for ex: eriod lonu-term contracts. The reaula.
awards, and incentive payments if it igended-period long-term contracts. In aOEons also germit a taxpa er. to aIIoca?e in-
reasonably estimated that they will be redition, section 460(c)(3) requires a tax- P A

. . . direct costs as provided in section 263A.
ceived, even if the all events test has ngt@ayer to allocate interest expense to R homebuilder. however. is required 1o

yet been met. If, by the end of the comlong-term contract (whether or not thecapitalize the costs of its home construc-
pletion year, a taxpayer cannot reasonabfipntract is subject to the PCM) as if they, "y acts under section 263A and the
estimate whether a contingency will beules of section 263A(f) (concerning the .o, ations thereunder, unless the contract
satisfied, the bonus, award, or incentivallocation of interest costs to property, ., be completed within 2 years of the
payment is not includible in total contracfproduced by the taxpayer) apply. FinaIIyContract commencement date and the tax-
price. If it is determined after the taxablesections 460(c)(4) and (5) describe Cosﬁayer satisfies the $10,000,000 gross re-
year following the completion year thatthat generally are not allocable to |°”gteipts test previously discussed.

an amount included in total contract pricéerm contracts.

will not be earned, the taxpayer should Because many taxpayers subject to thizl. Alternative Minimum Taxable Income
deduct that amount in the year of the dezost allocation rules of section 460 also
termination. are subject to the cost allocation rules :

The proposed regulations provide thagection 263A for non-long-term contractsogzil;rm(i?:: teh)(ee?rggﬁgs gfr ;ﬁg:f;tisg(ﬁ)i)nf
allocable contract costs under the PCMnd because the cost allocation rules %um taxable income (AMTI) from a
are determined using either of the followsection 263A generally follow the cost a"long-term contract using the PCM
ing prescribed cost allocation methods—gycation rules applicable to extended_pe.l—hough section 56(a)(3) excludes aI.I
method based on the extended period COflod long-term contracts, the proposegiome construction contracts from this re-
tract allocation rules in §1.451-3(d)(6) Okegulations provide that a taxpayer genegyirement, the Internal Revenue Code
the simplified cost-to-cost method. ally must allocate costs to a contract subjoes not exclude the exempt construction
17 10-Percent Method ject to section 460(a) in the same manngbntracts of a small contractor, residential

as direct and indirect costs are capitalizegbnstruction contracts, or qualified ship

Section 460 generally permits a taxto property produced by a taxpayer undefontracts. Section 56(a)(3) requires a
payer to elect to delay the application o$ection 263A. The regulations providesmall contractor to use the simplified
the PCM to each long-term contract untiexceptions, however, that reflect the difeost-to-cost method to determine the
the taxable year the taxpayer has incurrddrences in the cost allocation rules ofompletion factor of an exempt construc-
at least 10 percent of the estimated totakctions 263A and 460. tion contract when computing AMTI.

Section 56 generally requires a tax-
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Because the Code sometimes requiresaent is not required. It also has been de- The rules of 26 CFR 601.601(a)(3)
taxpayer to compute AMTI and taxableermined that section 553(b) of the Ad-apply to the hearing. Persons who wish to
income using different rules, a taxpayeministrative Procedure Act (5 U.S.C.present oral comments at the hearing must
generally must determine a contract'shapter 5) does not apply to these regulgubmit written comments and an outline
completion factor using the AMTI-modi- tions. Pursuant to section 7805(f) of thef the topics to be discussed and the time
fied, cost-to-cost PCM. The proposednternal Revenue Code, this notice of proto be devoted to each topic (signed origi-
regulations adopt the provisions of secposed rulemaking will be submitted to thenal and eight (8) copies by August 3,
tion IX of Notice 87-61, which permit a Chief Counsel for Advocacy of the Small1999. A period of 10 minutes will be al-
taxpayer to elect to determine a contractBusiness Administration for comment onotted to each person for making com-
completion factor for AMTI purposesits impact on small business. It is herebyhents. An agenda showing the schedul-
using the accounting and cost allocatiorertified that the collection of informationing of the speakers will be prepared after
methods used to compute regular taxabla this notice of proposed rulemaking willthe deadline for receiving outlines has
income. A taxpayer is required, howevemot have a significant economic impact opassed. Copies of the agenda will be
to comply with section 55 when comput-a substantial number of small entitiesavailable free of charge at the hearing.
ing AMTI. The regulations require a taxpayer to at-

tach a statement to its original Federal inPrafting Information

22.Changes in Method Of Accounting  ¢ome tax return if the taxpayer severs or

| Th The principal author of these proposed
For the first taxable year that include§d9rédates a long-term contract. The, . iions is Leo F. Nolan II, Office of

the date these regulations are published a@tedmtent IS neeﬁlet(:] sotLhetCommBsmn Ssistant Chief Counsel (Income Tax and
final regulations in th&ederal Register, &N determine whetner the taxpayer progiccouming). However, other personnel

the proposed regulations generally grant &Y severed orfaggretgated the tchorltrsct. fom the IRS and Treasury Department
taxpayer consent to change its method & Uncommon for a taxpayer that has g

t tract t t%articipated in their development.
accounting to comply with the provisionsONg-ferm contract to sever or aggrega
of these regulations for contracts enteretpat contract. In addition, if a contract is ok % x %

into on or after the date these regulatiori€Vered or aggregated and a statement is ,
are published as final regulationgs in théequired, itis estimated that it will, on av-Proposed Amendments to the Regulations

Federal Register. Because this change is€'29€. only take one hour to complete.  Accqrdingly, 26 CFR part 1 is pro-
made on a cutoff basis, a section 481()omments and Public Hearing posed to be amended as follows:
adjustment is not required.

Before these proposed regulations a@ART 1—INCOME TAXES

a_doptgd as ﬂ_nal regulations, cons_|dera- Paragraph 1. The authority citation is
tion will be given to any electronic or

The IRS and Treasury Department in='"’ : inal mended by removing the entry for
vite comments regarding the applicatiofV!tten comments (a signed original anGy) 4644 ang adding the following en-
and effectiveness of the de minimis con€'dNt (8) copies) that are submitted t'me?b(ries in numerical order to read in part as
struction rule. The IRS and Treasury Del© the IRS. The IRS and Treasury specifig

. ollows:
partment also welcome comments corgally request comments on the clarity oF

- i o o Authority: 26 U.S.C. 7805 * * *
cerning the application of the unique-itent''® ProPOsed rulé and how it may be mace g1 466 1 4150 issued under 26 U.S.C.

rule, including the usefulness and termg@Sier to understand. All comments WiII460(h)_
of the safe harbors and approaches for g available for public inspection and g, 444 5 4154 issued under 26 U.S.C.
termining when an item will cease beind°PY'N9: 460(h).

unique. Comments are requested Con_Apubllc hearing has been scheduled for §1.460-3 also issued under 26 U.S.C.

cerning the 12-month production period>ePtember 14, 1999, at 10 a.m. in the IR

: . Cuditori 50(h).
rule, especially with respect to the applifuditorium, 7th Floor, Internal Revenue ¢, )0 1 1o isciied under 26 U.S.C.

cation of §1.263A-12 and consideratiofpUilding, 1111 Constitution Avenue, NW, 460(h) and 1502.

i Washington, DC. Due to building security .
of related party activities. _
party procedures, visitors must enter at the 10t 6%%;)16’9*2 also issued under 26 U.S.C.

Proposed Effective Date Street entrance, located between Constit

) tion and Pennsylvania Avenue, NW. Ing1 4646 [Amended]
These regulations are proposed {0 bggition, all visitors must present photo

effective for contracts entered into on Ofyengification to enter the building. Be- Par. 2. Section 1.446-1 is amended as
after the date they are published in thgy se of access restrictions, visitors willollows:

Federal Registeras final regulations. not be admitted beyond the immediate en- 1. In the second sentence of paragraph
trance area more than 15 minutes befoke)(1)(iii), the language “451” is removed
the hearing starts. For information abouand “460” is added in its place.

It has been determined that this notichaving your name placed on the building 2. In the fourth sentence of paragraph
of proposed rulemaking is not a signifi-access list to attend the hearing, see tlfe)(2)(ii)(a), the language “81.451-3" is
cant regulatory action as defined in EOFOR FURTHER INFORMATION CON- removed and “81.460-4" is added in its
12866. Therefore, a regulatory asses3ACT” section of this preamble. place.

23.Request For Comments

Special Analyses
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§1.451-3 [Removed] (B)

C
Par. 3. Section 1.451-3 is removed. ED;
§1.451-5 [Amended] Eflig

Par. 4. Section 1.451-5 is amended, if2)
the first sentence of paragraph (b)(3), b{e)
removing the language “81.451-3" andl)
adding “81.460-4" in its place. (2)

Par. 5. Section 1.460-0 is amended by(i)

1. Revising the introductory text. (i)

2. Reuvising the entries for §81.460—Xiii)
through 1.460-3, 1.460-4(a)-(i), andiv)
1.460-5. (3)

3. Revising the entry for §1.460—(i)

6(c)(4)(iv). (ii)
4. Removing the entries for §81.460-74)
and 1.460-8. ()
The revisions read as follows: (1)
§1.460-0 Outline of regulations under 8
section 460. (4)

This section lists the paragraphs con(-p
tained in §1.460-1 through §1.460-6. (i)

(9
§1.460-1 Long-term contracts.
(&) Overview. 1)
(1) Ingeneral. 0
(2) Exceptions to required use of PCM(”)

(i) Exempt construction contract.

Contingent compensation. (1)
Assembly or installation. (2
Disputes. ()

Allocation among activities. (i)
In general. (iii)
Non-long-term contract activity.  (iv)

Severing and aggregating contractg3)
In general. ()
Facts and circumstances. (i)
Independent pricing. (iii)
Interdependent pricing. (c)
Separate delivery or acceptance.
Reasonable businessperson.
Exceptions.

No severance for PCM.

Options and change orders. gzg
Statement with return. (1)
Classifying contracts. 2)
In general. 3)
Hybrid contracts. 4)
Method of accounting. ()
Use of estimates.
Estimating | )
g length of contract. (B)

Estimating allocable contract costs. ©)
Special rules for activities benefit- i)
ting long-term contracts of a relatea(

()
party. ()
Related party use of PCM. (i)
In general.

Inventory exception.
Total contract price.

(iii)

(i) Qualified ship or residential €on-(3y  completion factor. )
o) SS“}{F‘_'?” contract. (h) Effective date. )
efinitions.
(1) In general.

(1)  Long-term contract. _ (2) Change in method of accounting. (6)
(2) Contract for the manufacture, buildy"  Reserved] 0)

ing, installation, or construction of ) Examples. (if)

property. (©)
(i)  Ingeneral. §1.460—2 Long-term manufacturing 1)
(i) De minimisconstruction activities. ~contracts. (@)
(3) Allocable contract costs.
(4) Related party. (@) Ingeneral. (i)
(5) Contracting year. (b)  Unique. (ii)
(6) Completion year. (1) Ingeneral. (d)
(7) Contract commencement date. ~ (2)  Safe harbors. _ (1)
(8) Incurred. (!) Short pr_oduc_non period. )
(c) Entering into and completing long-(i) ~ Customized item.

term contracts. (i) Inventoried item. A3)

c ormal time to complete.

(1) Ingeneral. N i ! 4)
(2) Date contract entered into. (1) Ingeneral. _ (i)
() Ingeneral. (2) Production by related parties. (ii)
: - ualified ship contracts.
(i) Options and change orders. (d) Qualified shi (iii)
(3) Date contract completed. (e) Examples.
() Ingeneral. §1.460—3 Long-term construction (iv)
(||) Secondary items. contracts. (e)
(iii) Subcontracts.
(iv) Final completion and acceptance. (a)| n general. ()
(A) In general. (b) Exempt construction contracts.
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In general.

Home construction contract.

In general.

Townhouses and rowhouses.
Common improvements.

Mixed use costs.

$10,000,000 gross receipts test.
In general.

Single employer.

Attribution of gross receipts.
Residential construction contracts.

§1.460-4 Methods of accounting for
long-term contracts.

Overview.
Percentage-of-completion method.
In general.

Computations.
Post-completion-year income.
Total contract price.

In general.
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(1) In general. 81.460-6 Look-back method. payer generally may determine the in-

(2) Election to use regular completion % x ox w come from a qualified ship contract or

factors. residential construction contract using
(g) Method of accounting. (c) *** the percentage-of-completion/capital-
(h) Examples. (4) *** ized-cost method (PCCM) described in
()  Mid-contract change in taxpayer. (iv) Additional interest due on look- 81.460-4(e), but must use a cost alloca-
[Reserved] back interest only after tax liability due. tion method described in §1.460-5(b) for

the entire contract.

e R oxx (b) Definitions—(1) Long-term con-
§1.460-5 Cost allocation rules. Par. 6. Sections 1.460— through 1.460act: A long-term contracigenerally is
. 3 are revised to read as follows: any contract for the manufacture, build-
(@ Overview. ing, installation, or construction of prop-
(b) Cost allocation method for con-§1.460-1 Long-term contracts. erty if the contract is not completed
tracts subject to PCM. _ ~within the contracting year, as defined in
(1) Ingeneral. (a) Overview—(1) In general. This paragraph (b)(5) of this section. How-
(2) Special rules. section provides rules for determininguyer, a contract for the manufacture of
()  Direct material costs. whether a contract for the manufactureproperty is a long-term contract only if it
(i) Components and subassemblies. building, installation, or construction of 554 satisfies either the unique item or 12-
(iii) Simplified production methods. ~ property is a long-term contract undeponth requirements described in §1.460—

(iv) Costs identified under cost-plussection 460 and what activities must be A contract for the manufacture of per-
long-term contracts and federalccounted for as a single long-term consgng| property is ananufacturing con-

long-term contracts. tract. Specific rules for long-term manuyract, In contrast, a contract for the build-
(v) Interest. facturing and construction contracts argg, installation, or construction of real
(A) Ingeneral. provided in §81.460-2 and 3, respecproperty is aonstruction contract.
(B) Production period. tively. A taxpayer generally must deter- (2) Contract for the manufacture,
(C) Application of section 263A(f). mine the income from a long-term conqyilding, installation, or construction of
(vi) Research and experimental extract using the percentage-of-completioproperty—(i) In general. A contract is a

penses. method described in §1.460-4(b) (PCMgontract for the manufacture, building,
(vii) Service costs. and the cost allocation rules described ifstallation, or construction of properif/
(A) Simplified service cost method. ~ §1.460-5(b) or (c). In addition, after ahe manufacture, building, installation, or
(1) In general. contract subject to the PCM is completecsonstruction of the subject matter of the
(2) Example. a taxpayer generally must apply the lookcontract is necessary for the taxpayer’s
(B) Jobsite costs. back method described in §1.460-6 to dewontractual obligations to be fulfilled and
(C) Limitation on other reasonable costermine the amount of interest owed off the manufacture, building, installation,

allocation methods. any hypothetical underpayment of tax, opr construction has not been completed
(c) Simplified cost-to-cost method. earned on any hypothetical overpaymeRryhen the parties enter into the contract.
(1) Ingeneral. of tax, attributable to accounting for thewhether the customer has title to, or con-
(2) Election. long-term contract under the PCM. trol over, the property (or bears the risk of

(d) Cost allocation rules for exempt (2) Exceptions to required use ofloss from the property) is not relevant.
construction contracts reportedPCM—(i) Exempt construction contract. Furthermore, how the parties characterize

using CCM. The requirement to use the PCM does nateir agreement (e.g., as a contract for the
(1) In general. apply to any exempt construction contraciale of property) is not relevant.
(2) Indirect costs. described in 81.460-3(b). Thus, a tax- (ii) De minimis construction activities.
(i) Indirect costs allocable to exemptpayer may determine the income from aNotwithstanding paragraph (b)(2)(i) of
construction contracts. exempt construction contract using anyhis section, a contract is not a construc-
(i) Indirect costs not allocable to ex-accounting method permitted by §1.4604on contract for purposes of section 460
empt construction contracts. 4(c) and, for contracts accounted foif the contract includes the provision of
(3) Large homebuilders. using the completed-contract methodand by the taxpayer and the estimated
(e) Cost allocation rules for contracts(CCM), any cost allocation method pertotal allocable contract costs, as defined
subject to the PCCM. mitted by §1.460-5(d). in paragraph (b)(3) of this section, attrib-
() Special rules applicable to costs al- (ii) Qualified ship or residential con- utable to the taxpayer’s construction ac-
located under this section. struction contract. The requirement to tivities are less than 10 percent of the con-
(1) Nondeductible costs. use the PCM applies only to a portion ofract’s total contract price, as defined in
(2) Costs incurred for non-long-terma qualified ship contractescribed in 81.460-4(b)(4)(i). For this purpose, a
contract activities. 81.460-2(d) oresidential construction contract’s estimated total allocable con-
() Method of accounting. contractdescribed in §1.460-3(c). Atax-tract costs include a proportionate share
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of the estimated cost of any common imthe customer, that are incident to or necemethod of accounting only if a separate
provement that benefits the subject mattesary for the long-term contract. In addicontract for the secondary item(s) would
of the contract if the taxpayer is contraction, to determine whether a contract ibe a long-term contract, as defined in
tually obligated, or required by law, tocompleted in the contracting year, the taxparagraph (b)(1) of this section.

construct the common improvement. payer may not consider when it expects to (iii) Subcontractsin the case of a sub-

(3) Allocable contract costs. Allocablecomplete the contract. contract, the subject matter of the subcon-
contract costare costs that are allocable (2) Date contract entered inte(i) In tract is the relevant subject matter under
to a long-term contract under §1.460-5. general. A taxpayer enters into a contractiparagraph (c)(3)(i) of this section.

(4) Related party.A related partyis a on the date that the contract binds both the (iv) Final completion and accept-
person whose relationship to a taxpayer taxpayer and the customer under applicance—(A) In general. Except as other-
described in section 707(b) or 267(b), deble law, even if the contract is subject tavise provided in this paragraph (c)(3)(iv),
termined without regard to sectionunsatisfied conditions not within the taxto determine whether final completion
267(f)(1)(A) and determined by substitutpayer’s control (such as obtaining financand acceptance of the subject matter of a
ing “at least 80 percent” for “more thaning). If a taxpayer delays entering into &ontract have occurred, a taxpayer must
50 percent” with regard to the ownershigontract for a principal purpose of avoidconsider all relevant facts and circum-
of the stock of a corporation in sectionsng section 460, however, the taxpayestances. Nevertheless, a taxpayer may not
267(b)(2), (8), (10)(A), and (12). will be treated as having entered into delay the completion of a contract for the

(5) Contracting year. The contracting contract not later than the contract comprincipal purpose of deferring federal in-
yearis the taxable year in which a tax-mencement date. come tax.
payer enters into a contract as described (i) Options and change ordersA tax- (B) Contingent compensationFinal
in paragraph (c)(2) of this section. payer enters into a new contract on the dat®@mpletion and acceptance is determined

(6) Completion year. The completion that the customer exercises an option avithout regard to any contractual term
year is the taxable year in which a tax-similar provision in a contract if that optionthat provides for additional compensation
payer completes a contract as described @an similar provision must be severed fronthat is contingent on the successful per-
paragraph (c)(3) of this section. the contract under paragraph (e) of thiBormance of the subject matter of the con-

(7) Contract commencement dat€he section. Similarly, a taxpayer enters into &ract. A taxpayer must account for all
contract commencement datethe date new contract on the date that it accepts @ntingent compensation that is not in-
that a taxpayer or related party first incurshange order or other similar agreement dludible in total contract price under
any allocable contract costs, such as déie change order or other similar agree§1.460—4(b)(4)(i), or in gross contract
sign and engineering costs, other than erent must be severed from the contragrice under §1.460-4(d)(3), using a per-
penses attributable to bidding and negotitnder paragraph (e) of this section. missible method of accounting. For ap-
ating activities. Generally, the contract (3) Date contract completed(i) In plication of the look-back method for
commencement date is relevant in applygeneral. A taxpayer’s contract is com- contracts accounted for using the PCM,
ing §1.460-6(b)(3) (concerning the deleted upon the earlier of— see 81.460-6(c)(1)(ii) and (2)(vi).
minimis exception to the look-back (A) Use of the subject matter of the (C) Assembly or installation.Final
method under section 460(b)(3)(B));contract by the customer (other than focompletion and acceptance is determined
§1.460-5(b)(2)(v)(B))(i) (concerning testing) and at least 95 percent of the totalithout regard to whether the taxpayer
the production period subject to interesallocable contract costs attributable to theas an obligation to assist or supervise as-
allocation); 81.460-2(d) (concerningsubject matter have been incurred by th@embly or installation of the subject mat-

qualified ship contracts); and 81.460-taxpayer; or ter of the contract where the assembly or
3(b)(2)(ii) (concerning the construction (B) Final completion and acceptance oinstallation is not performed by the tax-
period for exempt construction contracts)he subject matter of the contract. payer or a related party. A taxpayer must

(8) Incurred. Incurrechas the meaning (i) Secondary itemsThe date a con- account for the gross receipts and costs at-
given in 81.461-1(a)(2) (concerning theract accounted for using the CCM is comtributable to such an obligation using a
taxable year of deduction under the agleted is determined without regard tgermissible method of accounting, other
crual method of accounting), regardleseshether one or more secondary itemthan a long-term contract method.
of a taxpayer’s overall method of ac-have been used or finally completed and (D) Disputes. Final completion and ac-
counting. See 81.461-4(d)(2)(ii) for ecoaccepted. If any secondary items are irceptance is determined without regard to
nomic performance rules concerning theomplete at the end of the taxable year whether a dispute exists at the time the
PCM. which the primary subject matter of a contaxpayer tenders the subject matter of the

(c) Entering into and completing long-tract is completed, the taxpayer must sepaentract to the customer. For contracts ac-
term contracts—(1) In general. To deter- rate the portion of the gross contract priceounted for using the CCM, see 8§1.460—
mine when a contract is entered int@nd the allocable contract costs attribud(d)(4). For application of the look-back
under paragraph (c)(2) of this section, andble to the incomplete secondary item(shethod for contracts accounted for using
when a contract is completed under pardrom the completed contract and accourthe PCM, see 81.460-6(c)(1)(ii) and
graph (c)(3) of this section, a taxpayefor them using a permissible method of2)(vi).
must consider all relevant activities peraccounting. A permissible method of ac- (d) Allocation among activities-(1) In
formed by itself, by related parties, and bgounting includes a long-term contracgeneral. Long-term contract methods of
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accounting (the PCM, the CCM, thenecessary to clearly reflect income (sucturing or construction activities may not
PCCM, and the exempt-contract percengs, to prevent the unreasonable deferral bé severed into two or more contracts if a
age-of-completion method (EPCM))recognition of income or the prematurgeasonable businessperson would not have
apply only to the gross receipts and costecognition of loss). Under the severingentered into separate agreements contain-
attributable to long-term contract activi-and aggregating rules, one agreemeirig terms allocable to each severed con-
ties. Gross receipts and costs attributabieay be treated as two or more contractgact. For example, a single agreement to
to long-term contract activities meansand two or more agreements may bmanufacture a prototype of an item, which
amounts included in total contract price otreated as one contract. Except as provould result in a substantial loss, and ten
gross contract price, whichever is applicavided in paragraph (e)(3)(ii) of this sec-additional units of the item, which would
ble, as determined under §1.460—4, arttbn, a taxpayer must determine whetheresult in a substantial gain, may not be
costs allocable to the contract, as detete sever an agreement or to aggregate tvgevered into one contract for the prototype
mined under 81.460-5. Gross receiptsr more agreements based on all the facisd another contract for the ten additional
and costs attributable to non-long-ternand circumstances known at the end afnits under this paragraph (e)(2)(iv) be-
contract activities (as defined in parathe contracting year. cause a reasonable businessperson would
graph (d)(2) of this section) generally (2) Facts and circumstanced/Vhether not have entered into a separate contract to
must be taken into account using permisan agreement should be severed, or two oranufacture the prototype. For purposes
sible methods of accounting other than more agreements should be aggregateaf, this paragraph (e)(2)(iv), a taxpayer’s
long-term contract method. See sectiodepends on the following factors: expectation that the parties would enter
446(c) and 81.446-1(c). However, if the (i) Independent pricing.Independent into another agreement, when agreeing to
performance of a non-long-term contracpricing of items in an agreement is neceshe terms contained in the first agreement,
activity is incident to or necessary for thesary for the agreement to be severed inie irrelevant.
manufacture, building, installation, ortwo or more contracts. In the case of an (3) Exceptions—(i) No severance for
construction of the subject matter of on@greement for several similar items, if th€CM. A taxpayer may not sever under
or more of the taxpayer’s long-term conprice to be paid for the items is deterthis paragraph (e) a long-term contract
tracts, the gross receipts and costs attrimined under different terms or formulaghat would be accounted for using the
utable to that activity must be allocated t¢for example, if some items are pricedCM.
the long-term contract(s) benefitted asinder a cost-plus incentive fee arrange- (ii) Options and change order&xcept
provided in §81.460-4(b)(4)(i) andment and later items are to be priceds provided in paragraph (e)(3)(i) of this
1.460-5(f)(2), respectively. Similarly, if aunder a fixed-price arrangement), then thgection, a taxpayer must sever an agree-
single long-term contract requires a taxdifference in the pricing terms or formu-ment that increases the number of units to
payer to perform a non-long-term contractas indicates that the items are indepete supplied to the customer, such as
activity that is not incident to or necessarylently priced. through the exercise of an option or the
for the manufacture, building, installa- (ii) Interdependent pricing.Interde- acceptance of a change order, if the agree-
tion, or construction of the subject mattependent pricing of items in separatenent provides for separate delivery or
of the long-term contract, the gross reagreements is necessary for two or moreparate acceptance of the additional
ceipts and costs attributable to that noraegreements to be aggregated into one counits.
long-term contract activity must be sepatract. A single price negotiation for simi- (4) Statement with returnlf a taxpayer
rated from the contract and accounted fdar items ordered under one or morsevers an agreement or aggregates two or
using a permissible method of accountinggreements indicates that the items are imore agreements under this paragraph (e)
other than a long-term contract methoderdependently priced. during the taxable year, the taxpayer must
But see paragraph (g) of this section for (iii) Separate delivery or acceptanceattach a statement to its original Federal
related party rules. An agreement may not be severed intmcome tax return for that year. This

(2) Non-long-term contract activity. two or more contracts unless it providestatement must contain the following in-
Non-long-term contract activityneans for separate delivery or separate accefermation—
the performance of an activity other thanance of items that are the subject matter (i) The legend NOTIFICATION OF
manufacturing, building, installation, orof the agreement. However, the separa@8EVERANCE OR AGGREGATION
construction, such as the provision of ardelivery or separate acceptance of itemdNDER SEC. 1.460-1(e);
chitectural, design, engineering, and corby itself does not necessarily require an (ii) The taxpayer’'s name;
struction management services; the peagreement to be severed. (iif) The taxpayer’'s employer identifi-
formance under a guarantee, warranty, (iv) Reasonable businesspersofwo cation number or social security number;
and maintenance agreement; and the der more agreements to perform manufac- (iv) The identity of each agreement
velopment of software. turing or construction activities may notbeing severed or aggregated;

(e) Severing and aggregating con-be aggregated into one contract unless a(v) The method of accounting used for
tracts—(1) In general. After application reasonable businessperson would ne&ach contract; and
of the allocation rules of paragraph (d) ohave entered into one of the agreements(vi) A description of the reason(s) for
this section, the severing and aggregatirfgr the terms agreed upon without also erseverance or aggregation.
rules of this paragraph (e) may be applietéring into the other agreement(s). Simi- (f) Classifying contracts-(1) In gen-
by the Commissioner or the taxpayer akrly, an agreement to perform manufaceral. A taxpayer must determine the clas-
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sification of a contract (e.g., as a longef) completion time. A taxpayer’s esti-long-term contract. The related party also
term manufacturing contract, long-terrmate of completion time will not be con-must use the fair market value of the tax-
construction contract, non-long-term considered unreasonable if a contract is ngtayer’s activity as the cost it incurs for the
tract) based on all the facts and circumeompleted within the estimated time pri-activity. The fair market value of the tax-
stances known no later than the end of thmarily because of unforeseeable factongayer’s activity may or may not be the
contracting year. not within the taxpayer’s control, such asame as the amount the related party pays

(2) Hybrid contracts.Along-term con- third-party litigation, extreme weatherthe taxpayer for that activity.
tract that requires a taxpayer to perfornsonditions, strikes, or delays in securing (3) Completion factor. To compute a
both manufacturing and construction acpermits or licenses. contract’s completion factor (as described
tivities (hybrid contract) generally must (ii) Estimating allocable contract costs.in §1.460-4(b)(5)), the related party must
be classified as two contracts, a manufaétaxpayer must use a reasonable estimatzke into account the fair market value of
turing contract and a construction conef total allocable contract costs wherthe taxpayer’s activity that is incident to
tract. However, a hybrid contract may b@ecessary to classify the contract (e.g., r necessary for the performance of the
classified as a manufacturing (or condetermine whether a contract is a homeslated party’s long-term contract when
struction) contract if at least 95 percent ofonstruction contract under §1.460—(3)the related party incurs the liability to the
the estimated total allocable contract cost(®)(2)). If a taxpayer classifies a contractaxpayer for the activity, rather than when
are reasonably allocable to the manufadased on a reasonable estimate of total éhe taxpayer incurs the costs to perform
turing (or construction) activities. locable contract costs, the contract wilthe activity.

(3) Method of accountingA taxpayer’s not be reclassified based on the actual (or (h) Effective date-(1) In general. Ex-
method of classifying contracts is aanother reasonable estimate of) total allezept as otherwise provided, this section
method of accounting under section 446able contract costs. and 881.460-2 through 1.460-5 are ap-
and, thus, may not be changed without the (g) Special rules for activities benefit-plicable for contracts entered into on or
Commissioner’s consent. If a taxpayer’sing long-term contracts of a relatedafter the date these regulations are pub-
method of classifying contracts is unreaparty—(1) Related party use of PGM(i) lished as final regulations in ti&ederal
sonable, that classification method is am general. Except as provided in para-Register.
impermissible accounting method. graph (g)(1)(ii) of this section, if a related (2) Change in method of accounting.

(4) Use of estimates(i) Estimating party and its customer enter into a longAny change in a taxpayer’s method of ac-
length of contract.A taxpayer must use aterm contract subject to the PCM, and aounting necessary to comply with this
reasonable estimate of the time requiretdxpayer performs any activity that is in-section and §81.460-2 through 1.460-5 is
to complete a contract when necessary todent to or necessary for the related change in method of accounting to
classify the contract (e.g., to determing@arty’s long-term contract, the taxpayewhich the provisions of section 446 and
whether the five-year completion rule formust account for the gross receipts antthe regulations thereunder apply. For the
gualified ship contracts under 8§1.460-o0sts attributable to such activity usindirst taxable year that includes the date
2(d), or the two-year completion rule forthe PCM, even if this activity is not other-these regulations are published as final
exempt construction contracts undewise subject to section 460(a). This typeegulations in thé&ederal Registera tax-
§1.460-3(b), is satisfied; but, not to deteref activity may include, for example, thepayer is granted the consent of the Com-
mine whether a contract is completegerformance of engineering and desigmissioner to change its method of ac-
within the contracting year under paraservices, and the production of compoeounting to comply with the provisions of
graph (b)(1) of this section). To be connents and subassemblies that are reasahis section and 8§81.460-2 through
sidered reasonable, an estimate of thably expected to be used in the productioh.460-5 for long-term contracts entered
time required to complete the contracof the subject matter of the related party’sito on or after the date this section and
must include anticipated time for delaycontract. §81.460-2 through 1.460-5 are published
rework, change orders, technology or de- (ii) Inventory exceptionA taxpayer is as final regulations in theederal Regis-
sign problems, or other problems that reazot required to use the PCM under thiger. A taxpayer that wants to change its
sonably can be anticipated consideringaragraph (g) to account for componentsmethod of accounting under this para-
the nature of the contract and prior experand subassemblies if the taxpayer reggraph (h)(2) must follow the automatic
ence. Acontract term that specifies an exarly carries these items in its finishedconsent procedures in Rev. Proc. 98-60
pected completion or delivery date maygoods inventories and 80 percent or mor@998-51 |.R.B. 16)(see §601.601(d)(2)
be considered evidence that the taxpayef the gross receipts from the sale odf this chapter), except that the scope lim-
reasonably expects to complete or delivehese items typically comes from unreitations in section 4.02 of Rev. Proc. 98—
the subject matter of the contract on olated parties. 60 do not apply. Because a change under
about the date specified, especially if the (2) Total contract price.lf a taxpayer is this paragraph (h)(2) is made on a cutoff
contract provides bona fide penalties forequired to use the PCM under paragragbasis, a section 481(a) adjustment is not
failing to meet the specified date. If a taxfg)(1)(i) of this section, the total contractrequired. Moreover, the taxpayer does
payer classifies a contract based on a re@rice (as defined in §1.460— 4(b)(4)(i)) isnot receive audit protection under section
sonable estimate of completion time, théhe fair market value of the taxpayer’s ac7 of Rev. Proc. 98—60 in connection with
contract will not be reclassified based otivity that is incident to or necessary fora change under this paragraph (h)(2). A
the actual (or another reasonable estimatiee performance of the related party’saxpayer that wants to change its exempt-
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contract method of accounting is noto correct them in January 2004. C reasonably estd account for the contract, the taxpayer is required
granted the consent of the Commissiondpates that the cost of correcting these deficiencigs sever this contract under paragraph (e)(2) of this
. . ill be less than five percent of the total allocablesection because the buildings are independently
under this paragra_ph (h)(2) and must fll_e gontract costs. C's contract is complete under parariced, the agreement provides for separate delivery
Form 31_15: Application for _Change Mgraph (c)(3)(i)(A) of this section in 2003 because irand acceptance of the buildings, and, as each build-
Accounting Method, to obtain consentthat year, B used the building and C had incurred aig will generate a reasonable profit, a reasonable
See Rev. Proc. 97-27 (1997_1 C.Bleast 95 percent of the total allocable contract costaisinessperson would have entered into separate
i attributable to the building. C must use a permissagreements for the terms agreed upon for each

680)(see §601.601(d)(2) of this chapter).

. ble method of accounting for any deficiency-relateduilding.

(i) [Reserved] . .

. . costs incurred after 2003. Example 8. SeveranceC, a large construction
_ (1) Examples.The foI_Iowmg_ examples Example 4. Completion—customer u$e.1999, contractor with a calendar taxable year, accounts for
illustrate the rules of this section: C, whose taxable year ends December 31, agreesit® construction contracts using the PCM and has

construct a shopping center, which includes an a@lected to use the 10-percent method described in

Example 1. Contract for manufacture of propertyjpining parking lot, for B. By October 2000, C has§1.460-4(b)(6). In September 1999, C enters into
B notifies C, an aircraft manufacturer, that it wantsinished constructing the retail portion of the shopan agreement to construct 4 buildings in 4 different
to purchase an aircraft of a particular type. At thejing center. By December 2000, C has graded tiuities. The buildings are independently priced and
time C receives the order, C has on hand several p@htire parking lot, but has paved only one-fourth of ithe contract provides a reasonable profit for each of
tially completed aircraft of this type; however, Cpecause inclement weather conditions prevented e buildings. In addition, the agreement requires C
does not have any completed aircraft of this type offom laying asphalt on the remaining three-fourthsto deliver one building per year in 2000, 2001, 2002,
hand. C and B agree that B will purchase one qfy, pecember 2000, B opens the retail portion of thand 2003. As of December 31, 1999, C has incurred
these aircraft after it has been completed. C retaigopping center and the paved portion of the parkirgp percent of the estimated total allocable contract
title to and risk of loss with respect to the aircrafiot 1 the general public. C reasonably estimates thaosts attributable to one of the buildings, but only 5
until the sale takes place. The agreement betweenye cost of paving the remaining three-fourths of thpercent of the estimated total allocable contract
and B is a contract for the manufacture of propertijariing lot when whether permits will exceed 5 pereosts attributable to all 4 buildings included in the
under paragraph (b)(2)(i) of this section, even if lazent of C's total allocable contract costs. Evermgreement. Under paragraph (e)(3)(i) of this sec-
beled as a contract for the sale of property, becaugg,ugh B is using the subject matter of the contraction, C may not sever this contract because it is ac-
the manufacture of the aircraft is necessary for Cg:s contract is not completed in December 200@ounted for using the PCM. Using the 10-percent
obligations under the agreement to be fulfilled andinger paragraph (c)(3)(i)(A) of this section becausmethod, C does not take into account any portion of
the mangfaoturing was not complete when B and € has not incurred at least 95 percent of the total allthe total contract price or any incurred allocable
entered into the agreement. cable contract costs attributable to the subject matterontract costs attributable to this agreement in 1999.

Example 2. De minimis construction activitg, Example 5. Non-long-term contract activi®n  Upon examination of C's 1999 tax return, the Com-
a master developer that uses a calendar taxable ye{nyary 1, 1999, C, whose taxable year ends Decemissioner determines that C entered into one agree-
owns 5,000 acres of undeveloped land wortlyer 31, enters into a single long-term contract to denent for 4 buildings rather than 4 separate agree-
$50,000,000. To obtain permission from the localjgn and manufacture a satellite and to develop corments each for one building solely to take advantage
county government to improve this land, a servicgter software enabling B to operate the satellite. Aif the deferral obtained under the 10-percent
road must be constructed on this land to benefit 8o end of 1999, C has not finished manufacturingiethod. Consequently, in order to clearly reflect the
5,000 acres. In 2001, C enters into a contract to sgle satellite. Designing the satellite and developingaxpayer’s income, the Commissioner may require C
a1,000-acre parcel of undeveloped land to B, a reghe computer software are non-long-term contradb sever the agreement into 4 separate contracts
dential developer, for its fair market value,aciivities that are incident to and necessary for thender paragraph (e)(2) of this section because the
$10,000,000. In this contract, C agrees to construgiypaver's manufacturing of the subject matter of auildings are independently priced, the agreement
a service road running through the land that C igyng-term contract because the satellite could not hrovides for separate delivery and acceptance of the
selling to B and through the 4,000 adjacent acres gfanufactured without the design and would not opbuildings, and a reasonable businessperson would
undeveloped land that C has sold to several othggate without the software. Thus, under paragraghave entered into separate agreements for these
residential developers for its fair market value(qy(1) of this section, C must allocate these norbuildings.
$40,000,000. C reasonably estimates that it wilng-term contract activities to the long-term con- Example 9. Aggregationin 1999, C, a ship-
incur a liability of $50,000 to construct this serviceyact and account for the gross receipts and costs atilder, enters into two agreements with the Depart-
road, which will be owned and maintained by theyihytaple to designing the satellite and developingnent of the Navy as the result of a single negotia-
county. C must reasonably allocate the cost of thgsmputer software using the PCM. tion. Each agreement obligates C to manufacture a
service road among the benefitted parcels. The por- example 6. Non-long-term contract activit¢ ~ submarine. Because the submarines are of the same
tion of the estimated total allocable contract costggrees to manufacture equipment for B under @ass, their specifications are similar. Because C has
that C allocates to the 1,000 acre parcel being sold fghg-term contract. In a separate contract, C agreasver manufactured submarines of this class, how-
B (based upon its fair market value) is $10,00Qy design the equipment being manufactured for Bver, C anticipates that it will incur substantially
($50,000% ($10,000,000/$50,000,000)). Construcynder the long-term contract. Under paragraphigher costs to manufacture the first submarine, to
tion of the service road is finished in 2002. Becausgy(1) of this section, C must allocate the gross reve delivered in 2005, than to manufacture the second
the estimated total allocable contract costs attribugeinis and costs related to the design to the longubmarine, to be delivered in 2008. If the agree-
able to C's construction activities, $10,000, are lesgrm contract because designing the equipment isnaents are treated as separate contracts, the first con-
than 10 percent of the contract's total contract pricgon-jong-term contract activity that is incident totract probably will produce a substantial loss, while
$10,000,000, C's contract with B is not a construcang necessary for the manufacture of the subjetiie second contract probably will produce substan-
tion contract under paragraph (b)(2)(ii) of this secmatter of the long-term contract. tial profit. Based upon these facts, aggregation is re-
tion. Thus, C's contract with B is not a long-term  gxample 7. Severanc@n January 1, 1999, C, a quired under paragraph (e)(2) of this section because
contract under paragraph (b)(2)(i) of this sectiongonstruction contractor, and B, a real estate investdhe submarines are interdependently priced and a
notwithstanding that construction of the service roagnter into an agreement requiring C to build two offeasonable businessperson would not have entered
is not completed in 2001. fice buildings in different areas of a large city. Thehe first agreement without also entering into the

Example 3. Completion—customer use2002,  agreement provides that the two office buildings wilecond.
C, a calendar year taxpayer, enters into a contractj§ completed by C and accepted by B in 1999 and Example 10. Aggregatiorin 1999, C, a manu-
construct a building for B. In November of 20032000, respectively, and that C will be paidfacturer of aircraft and related equipment, agrees to
the building is completed in every respect necessagj 000,000 and $1,500,000 for the two office buildmanufacture 10 military aircraft for foreign govern-
for its intended use, and B occupies the building. Ijgs respectively. The agreement will provide Gnent B and to deliver the aircraft by the end of 2001.
early December of 2003, B notifies C of some minofyith a reasonable profit from the construction ofWhen entering into the agreement, C anticipates that
deficiencies that need to be corrected, and C agreggch puilding. Unless C is required to use the PCIitl might receive production orders from B over the
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next 20 years for as many as 300 more of these agontract using the percentage-of-compléahe item is ready to be held for sale and all
craft. The negotiated contract price reflects C's anlon method described in §1.460—4(byeasonably expected production activities
ES consideration of the expected total cost of many; sy iy - A contract not completed in theare complete. In the case of components
acturing the 10 aircraft, the risks and opportunitie . . .
associated with the agreement, and the additiongPNtracting year is a long-term manufacthat are assembled or reassembled into an
factors the parties considered relevant. The negofring contract if it involves the manufac-item or unit at the customer’s facility by
ated price provides a profit on the sale of the 10 aiture of personal property that is— the taxpayer’s employees or agents, the
craft even if C does not expect to receive any addi- (1) A ynique item of a type that is notproduction period ends when the compo-
Eonal production orders from B. [t is unlikely, normally carried in the finished goods innents are assembled or reassembled into
owever, that C actually would have wanted to man- . .
ufacture the 10 aircraft but for the expectation that YE€NtOry of the taxpayer; or an operable item or unit. To the extent
would receive additional production orders from B. (2) An item that normally requiresthat several distinct activities related to
In 2001, B accepts delivery of the 10 aircraft. Atmore than 12 calendar months to conthe production of the item are expected to
that time, B orders an additional 20 aircraft of thy|ate (regardless of the duration of theccur simultaneously, the period during
same type for delivery in 2005. When negoliating, , i o or the time to complete a deliverwhich these distinct activities occur is not
the price for the additional 20 aircraft, C and B con- . .
sider the fact that the expected unit cost for this pré0l€ quantity of the item). counted more than once.
duction run of 20 aircraft will be lower than the unit  (b) Unique—(1) In general. Unique  (2) Production by related partiesTo
cost of the 10 aircraft completed and accepted imeans designed for the needs of a specifietermine the time normally required to
2001, but substantially higher than the expected un;stomer. A contract may require the taxcomplete an item, a taxpayer must con-
fCOSt of future production runs. Based upon thefﬁayer to manufacture more than one unitider all relevant production activities
acts, aggregation is not permitted under paragra| ) . . . .
(€)(2) of this section. Because the parties negotiat@f @ unique item. To determine whetheperformed by itself and by related parties,
the prices of both agreements considering only th@n item is designed for the needs of a spas defined in §1.460-1(b)(4). For exam-
expected production costs and risks for each agregific customer, a taxpayer must consideple, if a taxpayer’s item requires a compo-
ment standing alone, the terms and conditionfhe extent to which research, developaent or subassembly manufactured by a
agreed upon for the first agreement are independegty 1+ - qagjgn, engineering, retooling, ancelated party, the taxpayer must consider
of the terms and conditions agreed upon for the sec- . 2 > .
ond agreement. The fact that the agreement to maniMilar activities are required to producehe time the related party takes to com-
ufacture 10 aircraft provides a profit for C indicatedhe item. In addition, a taxpayer musplete the component or subassembly and,
that a reasonable businessperson would have entegansider whether the same item could bfer purposes of determining the beginning
into that agreement without entering into the agreesp|q to other customers (with or withouf an item’s production period, the costs
megi;?nmlaenli‘;acg;zg}?czgg:'gﬁ igri"lcéﬁg'm minor modifications). incurred by the related party that are allo-
1999, C 2grees' to manufacture and inst‘;” an indus- (2) Safe harbors. Notwithstanding cable to the component or subassembly.
trial machine for B. The agreement requires C to ddaragraph (b)(1) of this section, an item islowever, if both requirements of the in-
liver the machine in August 2001 and to install anchot unique if it satisfies one or more of theventory exception under §1.460-1(g)-
test the machine in B's factory. At least 95 percenfg||owing safe harbors— (1)(ii) are satisfied, a taxpayer does not
of the estimated total allocable contract costs are ;g hroduction periodAn item is  consider the activities performed or the
reasonably allocable to C’s manufacturing activities. . - . .
In addition, the agreement requires B to accept tH8Ot Unique if it normally requires 90 dayscosts incurred by a related party when de-
machine when the tests prove that the machine@r less to complete the item; termining the normal time to complete an
performance will satisfy the environmental stan- (ii) Customized itemAn item is not item.
dards set by the Environmental Protection Agencynique if the total allocable contract costs (d) Qualified ship contractsA taxpayer
(EPA), even if B has not obtained the required opety iy, taple to customizing (such as remay determine the income from a long-
ating permit. Because of technical difficulties, C . . . . .
cannot deliver the machine until December 2001S€a@rch, development, design, engineeringgrm manufacturing contract that is a qual-
when B conditionally accepts delivery. C classifiesetooling, and similar activities) that arefied ship contract using either the PCM or
the agreement as a manufacturing contract undgmcident to or necessary for the productiothe percentage-of-completion/capitalized-
paragraph (f) of this section because 95 percent gff the jtem does not exceed 5 percent @bst method (PCCM) of accounting de-
the total allocable contract costs are attributable 1§, o o timated total allocable contract costribed in §1.460—4(e). Aualified ship
C’s manufacturing activities. C, whose taxable year . . .
ends December 31, installs the machine in Decer@llocable to the item; or contractis any contract entered into after
ber 2001 and then tests it through February 2002. B (iii) Inventoried item.A unique item February 28, 1986, to manufacture in the
accepts the machine in February 2002, but does noases to be unique no later than when thinited States not more than 5 seagoing
obtain the operating permit from the EPA until Janutaynayer normally carries similar items invessels if the vessels will not be manufac-
ary 2003. Under paragraph ()(3)()(B) of this secy o fiishaq goods inventory. tured directly or indirectly for the United
tion, C’s contract is finally completed and accepted . .
in February 2002, even though B does not obtain the (C) Normal time to complete¢t) In  States Government and if the taxpayer
operating permit until January 2003, because general. The amount of time normally re- reasonably expects to complete the con-
completed all its obligations under the contract anduired to complete an item is the item’sract within 5 years of the contract com-
B accepted the machine in 2002. reasonably expecteproduction period, mencement date. Under §1.460-1(e)-
as described in 8§1.263A-12, determineB)(i), a contract to produce more than 5
at the end of the contracting year. Thusjessels for which the PCM would be re-
the expected production period for amuired cannot be severed in order to be
(a) In general. Section 460 generally item generally would begin when a tax<lassified as a qualified ship contract.
requires a taxpayer to determine the irpayer incurs at least five percent of the (e) Examples.The following examples

come from a long-term manufacturingcosts allocable to the item and end wheitlustrate the rules of this section:

81.460-2 Long-term manufacturing
contracts.
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Example 1. Unique item and classificatiom Example 4. 12-month rule—normal time to comtract is ahome construction contradft a
December 1999, C enters into a contract with B tplete. The facts are the same asBHrample 3ex- taxpayer (including a subcontractor work-

design and manufacture a new type of industriatept that C (and R) actually complete B’s crane in
9 yp P (and R) y comp . ing for a general contractor) reasonably
equipment. C reasonably expects the normal pronly 10 calendar months. The contract is a long-

duction period for this type of equipment to be &erm contract because the normal time to complete8XPECtS 10 attribute 80 percent or more of
months. Because the new type of industrial equigerane, not the actual time to complete a crane, is tilBe estimated total allocable contract costs
ment requires a substantial amount of research, delevant criterion for determining whether an item i{including the cost of land, materials, and

sign and engineering to produce, C determines thatibject to paragraph (a)(2) of this section. services), determined as of the close of the

the equipment is a unique item and its contract with h .
B is a long-term contract. After delivering the8§81.460—3 Long-term construction contracting year, to the construction of

equipment to B in September 2000, C contracts withontracts. _ (A) Dwelling units”, as deﬁned_ in Sec-
B to produce five additional units of industrial tion 168(e)(2)(A)(ii)(1), contained in

equipment using the same basic design as the previ-(g) In general. Section 460 generally re- buildings containing 4 or fewer dwelling
ous unit of industrial equipment but changing cerquires a taxpayer to determine the incomanits (including buildings with 4 or fewer

tain specifications. These additional units, whic . . . .
also are expected to take 8 months to produce, wifOM & long-term construction contractwelling units that also have commercial

be delivered to B in 2001. C determines that the r&lSINg the percentage-of-completiorunits); and

search, design, engineering, retooling and similamethod described in §1.460-4(b) (PCM). (B) Improvements to real property di-
customizing costs necessary to produce the five ag contract not completed in the contractingectly related to, and located at the site of,
fr:te"’g:t'lm”:tf dotfof;?“;ﬁglzr&edggit:‘;gt iécs‘:sd (S:Z’n;’%gar is & long-term construction contract ifhe dwelling units.

quently, the additional units of equipment sétisfy thd |nvolve_s the bU|Id|n.g., cpnstruchon, re- (i) Townhouses and rowhouseEach
safe harbor in paragraph (b)(2)(ii) of this section an§ONStruction, or rehabilitation of real proptownhouse or rowhouse is a separate
are not unique items. Although C's contract with Berty; the installation of an integral compo-building.

to produce the five additional units is not completeghent to real property; or the improvement (iii) Common improvementsA tax-
:’(‘;‘:;'rlet:‘n‘: Eg:i'rzztt'”gn{‘;at'h;hz dcd‘i’t’i‘g:g l'fmrt‘gto?)f real property (collectively referred to aspayer includes in the cost of the dwelling
equipment are not unique items and do not normalgo.ns.truc'uon). Real propertymeans land, units their allocable share of the cost that
require more than 12 months to produce. ¢ mu&Uildings, andnherently permanent struc- the taxpayer reasonably expects to incur
classify its second contract with B as a non-longures,as defined in §1.263A-8(c)(3), sucifor any common improvements (e.g.,
term contract, notwithstanding that it classified theas roadways, dams, and bridges. Resa¢wers, roads, clubhouses) that benefit the
f;m‘”‘;L(’;tcrggt”%céc";ﬁzeBtL‘z 3;';‘::;232;? : 'r?erlagrpperty does not include vessels, offshodwelling units and that the taxpayer is
a contract is ét long-term contract is made on acorq[””mg platforms, Or unsevered naturakcontractually Ob“gat_ed’ or required by
tract by contract basis. Such a change in classificRroducts of land. Arntegral component law, to construct within the tract or tracts
tion is not a change in method of accounting becaute real propertyincludes property not pro- of land that contain the dwelling units.

the change in classification results from a change iguced at the site of the real property but in- (iv) Mixed use costsIf a contract in-
””de”yi”glfa“s' b rule—related tended to be permanently affixed to theolves the construction of both commer-
maﬁﬁfaan;&fesz 'Cr;fé:]?hn; it“;eegazstga"?:srt% fnreal property, sugh as elevators and centreiil units_ a_nd dwelling units within the
ished goods inventory. C purchases one of thaéating and cooling systems. Thus, for essame building, a taxpayer must allocate
crane’s components from R, a related party unda@mple, a contract to install an elevator in the costs among the commercial units and
§1.460-1(b)(4). R does not carry this crane compyuilding is a construction contract becauseéwelling units using a reasonable method
nent in finished goods inventory; therefore, C doeg p jiiding is real property, but a contract tor combination of reasonable methods,

not satisfy the inventory exception and must con- . .. e . .
v Y P nstall an elevator in a ship is not a consuch as specific identification, square

sider the activities of R as R incurs costs and pe}- . o .
forms the activities rather than as C incurs a liabilitptruction contract because a ship is not refalotage, or fair market value.

to R. The normal time period between the time thgoroperty. (3) $10,000,000 gross receipts ted()
both C and R incur 5% of the costs allocable to the () Exempt construction contraetg(1) In general. The $10,000,000 gross re-
crane and the time that R completes the componefy general. The general requirement toceipts test is satisfied if a taxpayer’s (or

is 5 months. C normally requires an additional 8 . ,
v red Use the PCM and the cost allocation rulegredecessor’s) average annual gross re-

months to complete production of the crane after re= . ’ - .

ceiving the integral component from R. C's crane i§lescribed in §1.460-5(b) or (c) does nateipts for the 3 taxable years preceding

an item of a type that normally requires more tha@pply to any long-term construction conthe contracting year do not exceed

12 months to complete under paragraph (c) of thigact described in this paragraph (b) (ex$10,000,000, as determined using the

section because th‘e production period from the tlmgmpt construction contractExempt con- principles of the gross receipts test for

that both C and R incur 5% of the costs allocable tot ti tractn _ small resellers under §1.263A—3(b), ex-

the crane until the time that production of the crang rL,JC lon contrac eqns any . DT !

is complete is normally 13 months. (i) Home construction contract; and  cept as otherwise provided in paragraphs
Example 3. 12-month rule—duration of contract. (i) Other construction contract that a(b)(3)(ii) and (iii) of this section.

The facts are the same asHkample 2except that taxpayer estimates (when entering into (ii) Single employer.To apply the

C enters into a sales contract with B on Decembﬁhe contract) will be completed within 2gross receipts test, a taxpayer is not re-

31, 1999 (the last day of C's taxable year), and de'ears of the contract commencement datguired to aggregate the gross receipts of

livers a completed crane to B on February 1, 200¢ i N au ggreg g p

C's contract with B is a long-term contract unde@fOvided the taxpayer satisfies theersons treated as a single employer

paragraph (a)(2) of this section because the contre.0,000,000 gross receipts test describeslely under section 414(m) and any regu-

is not completed in the contracting year, 1999, angh paragraph (b)(3) of this section. lations prescribed under section 414.

the crane is an item that normally requires more than (2) Home construction contraet(i) In (iii) Attribution of gross receiptsA

12 calendar months to complete (regardless of the

duration of the contract). general. A long-term construction con- taxpayer must aggregate a proportionate
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share of the construction-related gross réton/capitalized-cost method (PCCM),incurred during the current year into ac-
ceipts of any person that has a five pewhich is a permissible method of accounteount in computing taxable income.
cent or greater interest in the taxpayer. limg for qualified ship contracts described (3) Post-completion-year incomdf a
addition, a taxpayer must aggregate a prin §1.460-2(d) and residential constructaxpayer has not included the total con-
portionate share of the construction-retion contracts described in §1.460-3(c)ract price in gross income by the comple-
lated gross receipts of any person iRaragraph (f) of this section providedion year, as defined in §1.460-1(b)(6),
which the taxpayer has a five percent aules for determining the alternative minithe taxpayer must include the remaining
greater interest. For this purpose, a taxaum taxable income (AMTI) from long- portion of the total contract price in gross
payer must determine ownership interesterm contracts that are not exemptetcome for the taxable year following the
as of the first day of the taxpayer’s conunder section 56. Paragraph (g) of thisompletion year. For the treatment of
tracting year and must include indirect insection provides rules concerning consig20st-completion costs, see paragraph
terests in any corporation, partnership, esency in methods of accounting for long{0)(5)(v) of this section. See §1.460-
tate, trust, or sole proprietorshipterm contracts. Paragraph (h) of this se@(c)(1)(ii) for application of the look-back
according to principles similar to the contion provides examples illustrating thanethod as a result of adjustments to total
structive ownership rules under sectiongrinciples of this section. Finally, para-contract price. _ _
1563(e), (f)(2), and (f)(3)(A). However, agraph (j) of this section provides rules for (4) Total contract price=(i) In
taxpayer is not required to aggregateaxpayers that file consolidated tax regenera—(A) Definition. Total contract
under this paragraph (b)(3)(iii) any con+turns. price means the amount thaF a taxpayer
struction-related gross receipts required to (b) Percentage-of-completion methed reasonably expects to receive under a
be aggregated under paragraph (b)(3)({L) In general. Under the PCM, a tax- [ong-térm contract, including holdbacks,
of this section. payer generally must include in incomdetainages, and__cost relmbgrsements_. See
(c) Residential construction contracts.the portion of theotal contract priceas 3+-460-6(C)(1)(ii) and (2)(vi) for applica-
A taxpayer may determine the incomejeﬁned in paragraph (b)(4)(|) of this Sec!lon of the look-back methO(_j as a result of
from a long-term construction contraction, that corresponds to the percentage §fnges in total contract price.
that is a residential construction contraghe entire contract that the taxpayer has (B) Contingent compensationAny
using either the PCM or the percentagesompleted during the taxable year. Th&MOUNtS related to contingent rights or
of-completion/capitalized-cost methodpercentage of completion must be detepPligations, such as bonuses, awards, in-
(PCCM) of accounting described inmined by comparing allocable contracf®"'Ve payments, and amounts in dis-
§1.460-4(e). Aresidential construction costs incurred with estimated total allocaPU'€: &€ included in total contract price

contractis a home construction contractple contract costs. Thus, the taxpayer i 00N 88 L1 reasonably estimated that

as defined in paragraph (b)(2) of this seGludes a portion of the total contract pricghey will be received, even if the all

tion, except that the building or buildingsin gross income as the taxpayer incurs ofVents test has not yet been met. For ex-
i ; ample, if a bonus is payable to a taxpayer
being constructed contain more than fhcable contract costs. i ,
dwellina unit . . . for meeting an early completion date, the
welling units. (2) Computations.To determine the in- b is includible in total tract ori
Par. 7. Section 1.460—4 is amended kyp ] bonus IS Includibie In total contract price
; ; me from a long-term contract, a X5t the time (and to the extent) that the tax-
adding paragraphs (a) through (i) to reagayer_

X 4 . ayer can predict the achievement of the
as follows: (i) Computes theompletion factoffor pay b

corresponding objective with reasonable
81.460— Methods of accounting for

the contract, which is the ratio of the CUtertainty. Similarly, a portion of the con-
long-term contracts.

mulative allocable contract costs that thg price that is in dispute is included in
taxpayer has incurred through the end qfa) contract price at the time and to the

(a) Overview. This section prescribesthe taxable year to the estimated total alsytent that the taxpayer can reasonably
permissible methods of accounting fotocable contract costs that the taxpay&lypect the dispute will be resolved in the
long-term contracts. Paragraph (b) of thigeasonably expects to incur under the coRaxpayer’s favor (without regard to when
section describes the percentage-of-cortract; the taxpayer receives payment for the
pletion method under section 460(b) (i) Computes the amount @umula-  amount in dispute or when the dispute is
(PCM) that a taxpayer generally must ustive gross receiptérom the contract by finally resolved.) If a taxpayer has not in-
to determine the income from a long-ternmultiplying the completion factor by thecjuded an amount of contingent compen-
contract. Paragraph (c) of this sectioiotal contract price; sation in total contract price under this
lists permissible methods of accounting (iii) Computes the amount afurrent- paragraph (b)(4)(i) by the taxable year
for exempt construction contracts deyear gross receiptswhich is the differ- following the completion year, the tax-
scribed in §1.460-3(b)(1) and describegnce between the amount of cumulativgayer must account for that amount of
the exempt-contract percentage-of-congross receipts for the current taxable yeaontingent compensation using a permis-
pletion method (EPCM). Paragraph (dand the amount of cumulative gross resible method of accounting. If it is deter-
of this section describes the completedseipts for the immediately preceding taxmined after the taxable year following the
contract method (CCM), which is one ofable year (the difference can be a positiveompletion year that an amount included
the permissible methods of accounting foor negative number); and in total contract price will not be earned,
exempt construction contracts. Paragraph (iv) Takes both the current-year grosshe taxpayer should deduct that amount in
(e) describes the percentage-of-compleeceipts and the allocable contract costhe year of the determination.
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(C) Non-long-term contract activities. year. To be considered reasonable, an es<{6) 10-percent methed-(i) In general.
Total contract price includes an allocablé¢imate of total allocable contract costdnstead of determining the income from a
share of the gross receipts attributable toraust include costs attributable to delayjong-term contract beginning with the
non-long-term contract activity, as de+ework, change orders, technology or dezontracting year, a taxpayer may elect to
fined in 81.460-1(d)(2), if the activity is sign problems, or other problems that reatse the 10-percent method under section
incident to or necessary for the manufacsonably can be anticipated considering60(b)(5). Under the 10-percent method,
ture, building, installation, or constructionthe nature of the contract and prior experia taxpayer does not include in gross in-
of the subject matter of the long-term conence. However, estimated total allocableome any amount related to allocable
tract. Total contract price also includegontract costs do not include any contineontract costs until the taxable year in
amounts reimbursed for independent regency allowance for costs that, as of thehich the taxpayer has incurred at least
search and development costs, or biddirend of the taxable year, are not reasonably) percent of the estimated total allocable
and proposal costs, under a federal axpected to be incurred in the perforeontract costs (10-percent year). A tax-
cost- plus long-term contract (as definedhance of the contract. For example, estpayer must treat costs incurred before the
in section 460(d)), regardless of whethemated total allocable contract costs do ndi0-percent year as pre- contracting-year
the research and development, or biddingclude any costs attributable to factorsosts described in paragraph (b)(5)(iv) of
and proposal, activities are incident to onot reasonably foreseeable at the end tfis section.
necessary for the performance of thahe taxable year, such as third-party litiga- (ii) Election. A taxpayer makes an
long-term contract. tion, extreme weather conditions, strikeslection under this paragraph (b)(6) by

(i) Estimating total contract priceA and delays in securing required permitasing the 10-percent method for all long-
taxpayer must estimate the total contraend licenses. In addition, the estimatetkrm contracts entered into during the tax-
price based upon all the facts and circuntosts of performing other agreements thaible year of the election on its original
stances known as of the last day of thare not aggregated with the contract undéederal income tax return for the election
taxable year. For this purpose, an eve®tl.460-1(e) that the taxpayer expects tgear. This election is a method of ac-
that occurs after the end of the taxablmcur with the same customer (e.g., foleounting and, thus, applies to all long-
year must be taken into account if its oclow-on contracts) are not included in estiterm contracts entered into during and
currence was reasonably foreseeable antated total allocable contract costs for thafter the taxable year of the election. An

its income was subject to reasonable estnitial contract. electing taxpayer must use the 10-percent
mation as of the last day of that taxable (iv) Pre-contracting-year costslf a method to apply the look-back method
year. taxpayer reasonably expects to enter intander 81.460—6 and to determine alterna-

(5) Completion factor(i) Allocable a long-term contract in a future taxablgive minimum taxable income under para-
contract costsA taxpayer must use a costyear, the taxpayer must capitalize all costgraph (f) of this section. This election is
allocation method permitted under eitheincurred prior to entering into the contrachot available if a taxpayer uses the simpli-
81.460-5(b) or (c) to determine thehat will be allocable to that contract (e.g.fied cost-to-cost method described in
amount of cumulative allocable contracbidding and proposal costs). A taxpayegl.460-5(c) to compute the completion
costs and estimated total allocable coris not required to compute a completioriactor of a long-term contract.
tract costs that are used to determinefactor, or to include in gross income any (c) Exempt contract methods(1) In
contract’s completion factor. Allocableamount, related to allocable contract costgeneral.An exempt contract method
contract costs include a reimbursable cosbr any taxable year ending before theneans the method of accounting that a
that is allocable to the contract. contracting year or, if applicable, the 10taxpayer must use to account for all its

(i) Cumulative allocable contract costspercent year defined in paragraplong-term contracts (and any portion of a
incurred. To determine a contract's com-(b)(6)(i) of this section. In that year, thelong-term contract) that are exempt from
pletion factor for a taxable year, a taxtaxpayer is required to compute a complehe requirements of section 460(a). Thus,
payer must take into account the cumulaion factor that includes all allocable conan exempt contract method applies to ex-
tive allocable contract costs that havéract costs that have been incurred as efnpt construction contracts, as defined in
been incurred, as defined in §1.460+he end of that taxable year (whether pre&&1.460-3(b); the non-PCM portion of a
1(b)(8), through the end of the taxableviously capitalized or deducted) and tqyualified ship contract, as defined in
year. take into account in computing taxable in§1.460-2(d); and the non-PCM portion of

(i) Estimating total allocable contract come the related gross receipts and theresidential construction contract, as de-
costs. A taxpayer must estimate total allopreviously capitalized allocable contracfined in 81.460-3(c). Permissible exempt
cable contract costs for each long-terrosts. contract methods include the PCM, the
contract based upon all the facts and cir- (v) Post-completion-year costslf a EPCM described in paragraph (c)(2) of
cumstances known as of the last day déxpayer incurs an allocable contract coshis section, the CCM described in para-
the taxable year. For this purpose, aafter the completion year, the taxpayegraph (d) of this section, or any other per-
event that occurs after the end of the taxnust account for that cost using a permignissible method. See section 446.
able year must be taken into account if itsible method of accounting. See §1.460— (2) Exempt-contract percentage-of-
occurrence was reasonably foreseeab@c)(1)(ii) for application of the look-back completion methee-(i) In general. Sim-
and its cost was subject to reasonable estirethod as a result of adjustments to allalar to the PCM described in paragraph (b)
mation as of the last day of that taxableable contract costs. of this section, a taxpayer using the
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EPCM generally must include in incomethe completion year, the taxpayer mugtrice, reduced (but not below zero) by the
the portion of the total contract price, asccount for this item of contingent com-amount reasonably in dispute, must be
described in paragraph (b)(4) of this seg@ensation using a permissible method dfken into account in the completion year.
tion, that corresponds to the percentage atcounting. If a taxpayer incurs an allo# the disputed amount relates to a tax-
the entire contract that the taxpayer hasable contract cost after the completiopayer’s claim for an increase in price and
completed during the taxable year. Howyear, the taxpayer must account for thahe taxpayer is assured of either a profit or
ever, under the EPCM, the percentage @bst using a permissible method of aca loss on a long-term contract regardless
completion may be determined as of theounting. of the outcome of the dispute, the gross
end of the taxable year by using any (3) Gross contract priceGross con- contract price must be taken into account
method of cost comparison (such as contract price includes all amounts (includingn the completion year. If the taxpayer is
paring direct labor costs incurred to datéoldbacks, retainages, and reimbursessured a profit on the contract, all alloca-
to estimated total direct labor costs) or bynents) that a taxpayer is entitled by lavible contract costs incurred by the end of
comparing the work performed on theor contract to receive, whether or not théhe completion year are taken into ac-
contract with the estimated total work tcamounts are due or have been paid. In adbunt in that year. If the taxpayer is as-
be performed, rather than by using thdition, gross contract price includes alsured a loss on the contract, all allocable
cost-to-cost comparison required by pardonuses, awards, and incentive paymentsontract costs incurred by the end of the
graphs (b)(2)(i) and (5) of this sectionsuch as a bonus for meeting an early comempletion year, reduced by the amount
provided such method is used consistentiyletion date, to the extent the all eventeeasonably in dispute, are taken into ac-
and clearly reflects income. In additiontest is satisfied. If a taxpayer performs aount in the completion year.
paragraph (b)(3) of this section (regardingon-long-term contract activity, as de- (iii) Taxpayer unable to determine
post-completion-year income), paragrapfined in §1.460-1(d)(2), that is incident toprofit or loss. If the amount reasonably in
(b)(6) of this section (regarding the 10-or necessary for the manufacture, builddispute affects so much of the gross con-
percent method) and 81.460-6 (regardinigg, installation, or construction of thetract price or allocable contract costs that
the look-back method) do not apply to theubject matter of one or more of the taxa taxpayer cannot determine whether a
EPCM. payer’s long-term contracts, the taxpayegprofit or loss ultimately will be realized
(i) Determination of work performed.must include an allocable share of th&om a long-term contract, the taxpayer
For purposes of the EPCM, the criterigross receipts attributable to that activitynay not take any of the gross contract
used to compare the work performed onia the gross contract price of the conprice or allocable contract costs into ac-
contract as of the end of the taxable yedract(s) benefitted by that activity. Grosgount in the completion year.
with the estimated total work to be per€ontract price also includes amounts re- (iv) Dispute resolved.Any part of the
formed must clearly reflect the earning ofmbursed for independent research angross contract price and any allocable
income with respect to the contract. Fodevelopment costs, or bidding and proeontract costs that have not been taken
example, in the case of a roadbuilder, posal costs, under a federal or cost-pluato account because of the principles de-
standard of completion solely based ofong-term contract (as defined in sectioscribed in paragraph (d)(4)(i), (i) or (iii)
miles of roadway completed in a casd60(d)), regardless of whether the reef this section must be taken into account
where the terrain is substantially differensearch and development, or bidding anith the taxable year in which the dispute is
may not clearly reflect the earning of in{proposal, activities are incident to or necresolved. If a taxpayer performs addi-
come with respect to the contract. essary for the performance of that longtional work under the contract because of
(d) Completed-contract methed(1) In  term contract. the dispute, the terrtaxable year in
general.Except as otherwise provided in (4) Contracts with disputed claims(i) which the dispute is resolvadeans the
paragraph (d)(4) of this section, a taxin general. The special rules in this para-taxable year the additional work is com-
payer using the CCM to account for araph (d)(4) apply to a long-term contracpleted, rather than the taxable year in
long-term contract must take into accoursiccounted for using the CCM with a diswhich the outcome of the dispute is deter-
in the contract's completion year, as depute caused by a customer requestingnained by agreement, decision, or other-
fined in §1.460-1(b)(6), the gross confeduction of the gross contract price or thevise.
tract price and all allocable contract costperformance of additional work under the (e) Percentage-of-completion/capital-
incurred by the completion year. A tax-contract or by a taxpayer requesting an inzed-cost method.Under the PCCM, a
payer may not treat the cost of any materérease in gross contract price, or both, daxpayer must determine the income from
als and supplies that were allocated to @ after the date a taxpayer has tenderedlong-term contract using the PCM for
contract, but actually remain on handhe subject matter of the contract to théhe applicable percentage of the contract
when the contract is completed, as an atustomer. and its exempt contract method, as de-
locable contract cost. (ii) Taxpayer assured of profit or lossfined in paragraph (c) of this section, for
(2) Post-completion-year income andf the disputed amount relates to a cughe remaining percentage of the contract.
costs. If a taxpayer has not included artomer’s claim for either a reduction inFor residential construction contracts de-
item of contingent compensation (i.eprice or additional work and the taxpayescribed in 81.460-3(c), the applicable
amounts for which the all events test hais assured of either a profit or a loss on percentage is 70 percent, and the remain-
not been satisfied) in gross contract prickong-term contract regardless of the outing percentage is 30 percent. For quali-
under paragraph (d)(3) of this section bgome of the dispute, the gross contradted ship contracts described in 81.460—
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2(d), the applicable percentage is 40 peposes. A taxpayer makes this election by (h) Examples.The following examples
cent, and the remaining percentage is Gising regular methods and regular costs tthustrate the rules of this section:
percent. compute the completion factors of all N

f) Alternative minimum taxable in-long-term contracts entered into durin Example 1. PCM—estimating total contract

( . g - Q)rice. On January 1, 1999, C, who uses a calendar
Come_(l) In general Under SeCtIOﬂ the taxable year Of the e|eCtI0n for AMTItaxab|e year‘ enters |nt0 a contract to des|gn and
56(a)(3), a taxpayer (not exempt from th@urposes on its original federal incomenanufacture a satellite (a unique item). The contract
AMT under section 55(e)) must use theax return for the election year. This elecprovides that C will be paid $10,000,000 for deliver-
PCM to determine its AMTI from any tion is a method of accounting and, thudnd the completed sateliite by December 1, 2000.
long-term contract entered into on or afteapplies to all long-term contracts entereThe contract also provides that C will receive a

9 . . PP . 9 QS,OO0,000 bonus for delivering the satellite by July
March 1, 1986, that is not a home coninto during and after the taxable year of 2000, and an additional $4,000,000 bonus if the
struction contract, as defined in §1.460the election. Although a taxpayer mayatellite successfully performs its mission for five
3(b)(2). For AMTI purposes, the PCMelect to compute the completion factor ofears. Cis unable to reasonably predict if the satel-
must include any election under paragrapits long-term contracts using regulafite Will successfully perform its mission for five
b)(6) of this section (concerning the 10methods and regular costs, an electi gars. If on December 31, 1999, € should reason-
( g - g ! "> -ably expect to deliver the satellite by July 1, 2000,
percent method) or under §1.460— 5(cnder this paragraph (f)(2) does not elimime estimated total contract price is $13,000,000
(concerning the simplified cost-to-costnate a taxpayer’s obligation to comply$10,000,000 unit price + $3,000,000 production-re-
method) that the taxpayer has made farith the requirements of section 55 wheffted bonus). Otherwise, the estimated total contract
regular tax purposes. For exempt coreomputing AMTI. For example, althoughPrice is $10,000,000. In either event, the $4,000,000
truction contracts described in §1.460a taxpayer may elect to use the de recib(-mus 's not includible in the estimated total contract
S . ; o pay Yy p Brice as of December 31, 1999, because C is unable
3(b)(1)(ii), a taxpayer must use the simplition methods used for regular tax purg reasonably predict that the satellite will success-
fied cost-to-cost method to determine thposes to compute the completion factor diilly perform its mission for five years.
completion factor for AMTI purposes.its long-term contracts for AMTI pur- Example 2. PCM—computing incon(§.C,
Except as provided in paragraph (f)(2) oposes, the taxpayer must use the deprect41° Uses a calendar taxable year, determines the in-

. . . . . come from long-term contracts using the PCM.
this section, a taxpayer must use AMTtion methods permitted by section 56 t

%uring 1999, C agrees to manufacture for the cus-
costs and AMTI methods, such as the deompute AMTI. tomer, B, a unique item for a total contract price of

preciation method described in section (g) Method of accountingA taxpayer $1,000,000. Under C's contract, B is entitled to re-
56(a)(1), to determine the completion facthat uses the PCM, EPCM, CCM, PCCMtain 10 percent of the total contract price until it ac-
tor of a long-term contract (except a homer elects the 10-percent method or speci&fPts the item. By the end of 1999, C has incurred
construction contract) for AMTI purposes AMTI method (or changes to anothef$ 200,000 of allocable contract costs and estimates
. . . . . that the total allocable contract costs will be
(2) Election to use regular completionmethod of accounting with the Commissgoo,000. By the end of 2000, C has incurred
factors. Under this paragraph (f)(2), asioner’s consent) must apply thes600,000 of allocable contract costs and estimates
taxpayer may elect for AMTI purposes tanethod(s) consistently for all similarlythat the total allocable contract costs will be

determine the completion factors of all otlassified long-term contracts, until the?200.000. In 2001, after completing the contract, C
. . ; . , determines that the actual cost to manufacture the
its long-term contracts using the methodaxpayer obtains the Commissioner’s COMtem was $750.000

of accounting and allocable contract costsent under section 446(e) to change to an- iy ror each of the taxable years, C's income

used for regular federal income tax purether method of accounting. from the contract is computed as follows:

Taxable Year

1999-22

1999 2000 2001
(A) Cumulative incurred costs $ 200,000 $ 600,000 $ 750,000
(B) Estimated total costs 800,000 900,000 750,000
(C) Completion factor: (A)- (B) 25.00% 66.67% 100.00%
(D) Total contract price 1,000,000 1,000,000 1,000,000
(E) Cumulative gross receipts: (&)(D) 250,000 666,667 1,000,000
(F) Cumulative gross receipts: (prior year) ( 0) (.250,000) (666.667)
(G) Current-year gross receipts 250,000 416,667 333,333
(H) Cumulative incurred costs 200,000 600,000 750,000
(I) Cumulative incurred costs: (prior year) ( 0) (200,000) (600,000)
(J) Current-year costs 200,000 400,000 150,000
(K) Gross income (G) — (J) $ 50,0 $ 16,¢

$ 183,333
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Example 3. PCM—computing income with costost of any cost overrun (actual total incurred cost idetermines that the actual cost to manufacture the
sharing. (i) C, who uses a calendar taxable year, degreater than target cost) as follows: 30 percent to i&em was $700,000.
termines the income from long-term contracts usingnd 70 percent to B. By the end of 1999, C has in- (ii) For each of the taxable years, C’s income
the PCM. During 1999, C enters into a contract tourred $200,000 of allocable contract costs and esfrom the contract is computed as follows (Note that
manufacture a unique item. The contract specifiesraates that the total allocable contract costs will bthe sharing of any cost under run or cost overrun is
target price of $1,000,000, a target cost of $600,008600,000. By the end of 2000, C has incurredeflected as an adjustment to C’s target price under
and a target profit of $400,000. C and B will shar&300,000 of allocable contract costs and estimatgmragraph (b)(4)(i) of this section):
the savings of any cost under run (actual total inthat the total allocable contract costs will be
curred cost is less than target cost) and the additior$400,000. In 2001, after completing the contract, C

Taxable Year

1999 2000 2001
(A) Cumulative incurred costs $ 200,000 $ 300,000 $ 700,000
(B) Estimated total costs 600,000 400,000 700,000
(C) Completion factor: (A)- (B) 33.33% 75.00% 100.00%
(D) Target price $1.000,00 $1.,000,000 $1.,000,000
(E) Estimated total costs 600,0( 400,0 700,000
(F) Target costs 600,0C 600,000 600,000
(G) Cost (under run)/overrun: (E) — (F) (200,0 100,000
(H) Adjustment rate 70 70% 70%
() Target price adjustment (140,000 70,000
(J) Total contract price: (D) + (1) $1,000,0( $ 860,( $1,070,000
(K) Cumulative gross receipts: (&) (J) $ 333,332 $ 645,00 $1,070,000
(L) Cumulative gross receipts: (prior year) ( (333,333 (645,000
(M) Current-year gross receipts 333,32 311,667 425,000
(N) Cumulative incurred costs 200,0( 300,0 700,000
(O) Cumulative incurred costs: (prior year) ( (200,000) (300,000)
(P) Current-year costs 200.,0( 100,000 400,000
(Q) Gross income: (M) — (P) $ 133,3: $ 211¢ $ 25,000

Example 4. PCM—10 percent metho@) In 1999, C has received $50,000 in progress paymerds costs, C finishes manufacturing the item, and re-
November 1999, C, who determines income usingnd incurred $40,000 of costs. C elects to use the t@ives the final $450,000 payment.
the PCM and who uses a calendar taxable yegrercent method effective for 1999 and all subse- (ii) For each of the taxable years, C’s income
agrees to manufacture a unique item for $1,000,006uent taxable years. During 2000, C receiveBom the contract is computed as follows:
C reasonably estimates that the total allocable co$500,000 in progress payments and incurs $260,000
tract costs will be $600,000. By December 31pf costs. In 2001, C incurs an additional $300,000

Taxable Year

1999 2000 2001
(A) Cumulative incurred costs $ 40,000 $ 300,000 $ 600,000
(B) Estimated total costs 600,000 600,000 600,000
(C) Completion factor (A)- (B) 6.67% 50.00% 100.00%
(D) Total contract price 1,000,000 1,000,000 1,000,000
(E) Cumulative gross receipts: (&)(D)* 0 500,000 1,000,000
(F) Cumulative gross receipts: (prior year) ( 0 ( 0) (.500,000)
(G) Current-year gross receipts 0 500,000 500,000
(H) Cumulative incurred costs 0 300,000 600,000
(I) Cumulative incurred costs: (prior year) ( 0) ( 0) (_300,000)
(J) Current-year costs 0 300,000 300,000
(K) Gross income: (G) — (J) $ $ 200,0C $ 200,000

* Unless (C) < 10 percent.
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Example 5. CCM-—contracts with disputes frongross income for 1999, $994,000 (the gross contragixcept as otherwise provided in paragraph
customer claimsln 2001, C, who uses the CCM to price less the amount reasonably in dispute becauag)(z) of this section. Thus, a taxpayer
account for exempt construction contracts and use#é B’s claim, or $1,000,000-$6,000). In 1999, Cmust allocate to each long-term contract
calendar taxable year, enters into a contract to comust also take into account $1,000,000 of allocable ™~ .
struct a bridge for B. The terms of the contract proeontract costs (costs incurred less the amounts sHbject to the PCM all direct costs and
vide for a $1,000,000 gross contract price. C findispute attributable to both B and C'’s claims, ocertain indirect costs properly allocable to
ishes the bridge in 2002 at a cost of $950,00(1,020,000-$6,000-$14,000). In 2000, C must takthe long-term contract (i.e., all costs that
When B examines the bridge, B insists that C eithénto account an additional $2,000 of gross contra(airecﬂy benefit or are incurred by reason
repaint several girders or reduce the contract pricerice ($996,000-$994,000) and $21,000 of allocable
The amount reasonably in dispute is $10,000. loontract costs ($1,021,000-$1,000,000). 6f the performance of the long-term con-

2003, C and B resolve their dispute, C repaints the tract). However, see paragraph (c) of this
girders at a cost of $6,000, and C and B agree that (i) Mid-contract change in taxpayer. section concerning an election to allocate
the contract price is not to be reduced. Because C[Reserved] contract costs using the simplified cost-
assured a profit of $40,000 ($1,000,000 — $10,000 - to-cost method. As in section 263A. the

$950,000) in 2002 even if the dispute is resolved in ok ok ox X fth ical . .
B’s favor, C must take this $40,000 into account in use of the practical capacity concept Is not

2002. In 2003, C will earn an additional $4,000 Par. 8. Section 1.460-5 is revised tpermitted. See §1.263A-2(a)(4).
profit ($1,000,000 — $956,000 — $40,000) from theead as follows: (2) Special rules—(i) Direct material

contract with B. Thus, C must take into account an costs. The costs of direct materials must
additional $10,000 of gross contract price an&1.460-5 Cost allocation rules. be allocated to a long-term contract as of

$6,000 of additional contract costs in 2003. . . L

Example 6. CCM-—contracts with disputes from (a) Overview. This section prescribesthe earlier of W_h_en a direct material is
taxpayer claims.In 2003, C, who uses the CCM to methods of allocating costs to |0ng_tempurchased specifically for that contract or
account for exempt construction contracts and usesntracts accounted for using the percenwhen dedicated, as defined in 81.263A—

calendar taxable year, enters into a contract to con- . . . ; ;
struct a building %r B. The terms of the contracfage'Of'Complet'on method described 'H'l(b)(z) For this purppse, a direct mater-
provide for a $1,000,000 gross contract price. C fin81.460-4(b) (PCM), the completed-conla| is purchased specifically for a long-

ishes the building in 2004 at a cost of $1,005,000. ract method described in §1.460-4(d}erm contract if, when incurring the liabil-
examines the building in 2004 and agrees that {CCM), or the percentage-of-complelty for the direct material, a taxpayer
meets the contract’s specifications; however, at thﬁon/capitalized-cost method described ikeasonably expects to incorporate the di-

end of 2004, C and B are unable to agree on the mel- R -
its of C’s claim for an additional $10,000 for items%l'460_4(e) (PCCM)' Exempt constructect material in the subject matter of the

that C alleges are changes in contract specificatiofdn contracts described in §1.460—3(b§_0ntra0t' A taxpayer maintaining ir_]vento_
and B alleges are within the scope of the contractaccounted for using a method other thaf€S under §1.471-1 must determine allo-
original specifications. In 2005, B agrees to pay §he PCM, CCM, or PCCM are not subjecgable contract costs attributable to direct
an additional $2,000 to satisfy C's claims under thg, ye ot allocation rules of this sectiofinaterials using its method of accounting

contract. Because the amount in dispute affects so . ; ;
much of the gross contract price thatgcannot detescg’ther than the requirement to allocatéor such inventories (e.g., FIFO, LIFO,

mine in 2004 whether a profit or loss will ultimately Production period interest under pal’aSpeff:'f'C identification). .
be realized, C may not taken any of the gross coggraph (b)(2)(v) of this section). Para- (i) Components and subassemblies.
tract price or allocable contract costs into account igraph (b) of this section describes the red:he costs of a component or subassembly

2004. C must take into account $1,002,000 0fgr0jilar cost allocation methods for contractécomponent) produced by the taxpayer

contract price and $1,005,000 of allocable contra . .
costs in 2%1)5_ subject to the PCM. Paragraph (c) of thigiust be allocated to a long-term contract

Example 7. CCM—contracts with disputes frons€ction describes an elective simplified@s the taxpayer incurs costs to produce the
taxpayer and customer claimsC, who uses the cost allocation method for contracts subcomponent if the taxpayer reasonably ex-
CCM to account for exempt construction contractgect to the PCM. Paragraph (d) of thigects to incorporate the component into

:;d;;ﬁ;;i'tepodaar f:ﬁggﬁf?g)‘nﬁ:’:jﬁ“gﬁ dz:aggéction describes the cost allocation metlhe subject matter of the contract. Simi-
terms of the contract, B agrees to pay C a total (st for exempt construction contracts réarly, the cost of a purchased component

$1,000,000 for construction of the factory. C fin-ported using the CCM. Paragraph (e) dincluding a component purchased from a
ishes construction of the factory in 1999 at a cost ¢his section describes the cost allocatiorelated party) must be allocated to a long-
$1,020,000. When B takes possession of the factofy||es for contracts subject to the PCCMterm contract as the taxpayer incurs the

Zatsfied wih he location and workmanah of cer 207aph () of this section describes adost to purchase the component if the tax-
tain heating ducts. As of the end of 1999, C corditional rules applicable to the cost allocapayer reasonably expects to incorporate

tends that the heating ducts as constructed are iton methods described in this sectionthe component into the subject matter of
accordance with contract specifications. Théaragraph (g) of this section provideghe contract. In all other cases, the cost of
amount of the gross contract price reasonably in digy|les concerning consistency in method af component must be allocated to a long-
pute with respect to the heating ducts is $6,000. A 4iing costs to long-term contracts. term contract when the component is ded-
of this time, C is claiming $14,000 in addition to the . . . .

original contract price for certain changes in con- () Cost allocation method for con-icated, as defined in §1.263A-11(b)(2). A
tract specifications which C alleges have increasddfacts subject to PCM-(1) In general. A taxpayer maintaining inventories under
his costs. B denies that such changes have increasepayer must allocate costs to each lon@1.471-1 must determine allocable con-
C's costs. In 2000 the disputes between C and B afarm contract subject to the PCM in théract costs attributable to components
resolved by performance of additional work by C at., e anner that direct and indirect costssing its method of accounting for such
a cost of $1,000 and by an agreement that the con- - . . -
tract price would be revised downward to $996,00627€ capitalized to property produced by @ventories (e.g., FIFO, LIFO, specific

Under these circumstances, C must include in hi@xpayer under 81.263A-1(e) through (h)dentification).
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(i) Simplified production methods. A (vi) Research and experimental exsolely at the jobsite for a specific long-
taxpayer may not determine allocabl@enses. Notwithstanding §1.263A—1(e)- term contract, the taxpayer may allocate
contract costs using the simplified pro{3)(ii)(P) and (iii))(B), a taxpayer must allo-all the direct and indirect costs of that ad-
duction methods described in §1.263A-<€ate research and experimental expens@sinistrative, service, or support function

2(b) and (c). other than independent research and expéo-that long-term contract. Similarly, if an
(iv) Costs identified under cost-plusimental expenses (as defined in sectioadministrative, service, or support func-
long-term contracts and federal long-460(c)(5)), to its long-term contracts. tion is performed at the jobsite solely for

term contracts. To the extent not other-  (vii) Service costs-(A) Simplified ser- the taxpayer’s long-term contract activi-
wise allocated to the contract under thigice cost methed(1) In general. To use ties, the taxpayer may allocate all the di-
paragraph (b), a taxpayer must allocatghe simplified service cost method underect and indirect costs of that administra-
any identified costs to a cost-plus long§1.263A-1(h), a taxpayer must allocatdive, service, or support function among
term contract or federal long-term conthe otherwise capitalizable mixed servic@ll the long-term contracts performed at
tract (as defined in section 460(d)len- costs among its long-term contracts usintpat jobsite. For this purpospbsite
tified costmeans any cost, including aa reasonable method. For example, othemeans a production plant or a construc-
charge representing the time-value ofvise capitalizable mixed service costson site.

money, identified by the taxpayer or remay be allocated to each long-term con- (C) Limitation on other reasonable cost
lated person as being attributable to thgact based on labor hours or contradllocation methods.A taxpayer may use
taxpayer’s cost-plus long-term contract otosts allocable to the contract. To be cor@ny other reasonable method of allocating
federal long-term contract under the termsidered reasonable, an allocation methagervice costs, as provided in §1.263A—
of the contract itself or under federalmust be applied consistently and must ndt(f)(4), if, for the taxpayer’s long-term

state, or local law or regulation. disproportionately allocate service costsontracts considered as a whole, the—
(v) Interest—(A) In general. If prop- to contractsexpected to be completed in (1) Total amount of service costs allo-
erty produced under a long-term contraghe near future. cated to the contracts does not differ sig-

is designated propertyas defined in  (2) Example. The following example nhificantly from the total amount of service
81.263A-8(b) (without regard to the ex{llustrates the rule of this paragrapifosts that would have been allocated to
clusion for long-term contracts under(b)(2)(vii)(A): the contracts under §81.263A-1(f)(2) or
§1.263A-8(d)(2)(v)), a taxpayer must al- S _ _ 3);
locate interest incurred during the produc- _EXample. simplified service cost methd@lring 2y geryice costs are not allocated dis-
. . . 1999, C, which uses a calendar taxable year, pro- .
tion period to the Iorlwg-term.contract iNyuces electronic equipment for inventory and emergroportlonately to contracts expected to
the same manner as interest is allocated it jong-term contracts to manufacture specialize@€ completed in the near future because of
property produced by a taxpayer undedlectronic equipment. C’s method of allocatinghe taxpayer’s cost allocation method; and
section 263A(f). See §81.263A—8 tomixed service costs to the property it produces is the (3) Taxpayer’s cost allocation method
1.263A—12 genera”y labor-based, simplified service cost method deTS applied consistently
' . " . scribed in §1.263A-1(h)(4). For 1999, C'’s total . o )
) (BglpéggZCt:ILOZrz ;))enodd.(g)ot\fmthstand— mixed service costs are $100,000, C’s section 26?;1,’?@ (© Slm?lllﬁe? CCC)‘S'[-ftO—C_OSttrr:'letl IeEt(l)”
ing si. —1z(C) an » 10T PUIPOSE$zpor costs are $500,000, C's section 460 labor costd gENEral. Instead or using the cost allo-
of this paragraph (b)(2)(v), the productiorii.e. labor costs allocable to C's long-term contractsgation method prescribed in paragraph (b)
period of a long-term contract— are $250,000, and C’s total labor costs aref this section, a taxpayer may elect to use
(1) Begins on the later of— $_1,000,(100. T_(t) Iqetirlminedthe an:p“”;g;;“fixeggzegfhe simplified cost-to-cost method, which
. ViCe cosls capitalizable under section or . .
() The gontract commen(.:ement dateC multiplies the “total mixed service costs” incurre 4s authorlzeq un'o!er section 460(b)(3)(A).
as Qefmed in §1.460—1(b).(7), or during 1999 by its 1999 “section 263A allocationJnder the S|mpI|f|eq cost-to-cost method,
(i) For a taxpayer using the accrualatio” (section 263A labor costs/total labor costs)@ taxpayer determines a contract’s com-
method of accounting for long-term con-Thus, C’s capitalizable mixed service costs for 199pletion factor based upon only direct ma-
tracts, the date by which 5 percent of'e $50,000 ($100,008 $500,000/$1,000,000). terig| costs; direct labor costs; and depre-
more of the total estimated costs, incIud}izzrsggtzr'tocp?;Egﬁ;esrgjucczzniZ]Z?r:?né"iiidn;f:éiation, amortization, and cost recovery
ing design and planning costs, under th@entory using its 263 allocation method (e_g.’%llowances on equipment and facilities di-
contract have been incurred; and burden rate, simplified production). Similarly, tor€Ctly used to manufacture or construct
(2) Ends on the date that the contract igetermine the amount of mixed service costs that atble subject matter of the contract. An
completed, as defined in §1.460—1(c)(3).<’j‘”°|°_""|t?'e tﬁ C's 'Olng'_wfé“ contracts for 1999, gelecting taxpayer must use the simplified
aati ; multiplies the “total mixed service costs” incurre St _
© Appllcathn of section 263A(ff-or during 1999 by its 1999 “section 460 aIIocationCOSt to-cost method to apply the look
purposes of this pﬁragraph (_b)(2)(v), S€Gatio (section 460 labor/total labor costs). Thuspack method ur}der §1:460—6 and tolde—
tion 263A(f)(21)(B)(iii) (regarding an esti- c's allocable mixed service contract costs for 1998ermine alternative minimum taxable in-
mated production period exceeding 1 yeaire $25,000 ($100,008 $250,000/1,000,000). come under §1.460-4(f).
and a cost exceeding $1,000,000) must B&ereafter, C allocates its allocable mixed service (2) Election. A taxpayer makes an
applied on a contract-by-contract basicontract costs to each of its long-term contracts prgsjaction under this paragraph (c) by using
t that, in the case of a taxpayer usirﬁﬁrtlonately based on the 1999 section 460 Iab%e simplified cost-to-cost method for all
excep ! ; pay sts allocable to each long-term contract. p ) .
an accrual method of accounting, that sec- long-term contracts entered into during
tion must be applied on a property-by- (B) Jobsite costsIf an administrative, the taxable year of the election on its orig-

property basis. service, or support function is performednal federal income tax return for the elec-
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tion year. This election is a method of ac- (J) Depreciation, amortization, andreceipt of compensation whether or not
counting and, thus, applies to all longecost-recovery allowances reported for ththe plan qualifies under section 401(a),
term contracts entered into during antiaxable year for financial purposes orand other employee benefit expenses paid
after the taxable year of the election. Thisquipment and facilities to the extent aler accrued on behalf of labor, to the extent
election is not available if a taxpayer doebwable as deductions under chapter 1 dfie contributions or expenses are other-

not use the PCM to account for all longthe Internal Revenue Code (Code); wise allowable as deductions under chap-
term contracts or if a taxpayer elects to (K) Cost depletion; ter 1 of the Code. Other employee benefit
use the 10-percent method described in (L) Administrative costs other than theexpenses include (but are not limited to):
81.460-4(b)(6). cost of selling or any return on capital; worker’s compensation; amounts de-

(d) Cost allocation rules for exempt (M) Compensation paid to officersductible or for whose payment reduction
construction contracts reported using thether than for incidental or occasional sefin earnings and profits is allowed under
CCM-(1) In general. For exempt con- vices; section 404A and the regulations thereun-
struction contracts reported using the (N) Insurance, such as liability insur-der; payments pursuant to a wage contin-
CCM, other than contracts described imnce on machinery and equipment; and uation plan under section 105(d) as it ex-
paragraph (d)(3) of this section, a taxpayer (O) Interest, as required under paraisted prior to its repeal in 1983; amounts
must annually allocate the cost of any agraph (b)(2)(v) of this section. includible in the gross income of employ-
tivity that is incident to or necessary for (ii) Indirect costs not allocable to ex-ees under a method or arrangement of em-
the taxpayer’s performance under a longempt construction contracts. A taxpayeployer contributions or compensation
term contract. Ataxpayer must allocate tallocating costs under this paragrapkvhich has the effect of a stock bonus,
each such exempt construction contract glil)(2) is not required to allocate the folpension, profit-sharing, or annuity plan,
direct costs as defined in §1.263A-1(e)lowing costs to an exempt constructioror other plan deferring the receipt of com-

(2)(i) and all indirect costs either as proeontract reported using the CCM—- pensation or providing deferred benefits;
vided in 81.263A-1(e)(3) or as provided (A) Marketing and selling expenses, inpremiums on life and health insurance;
in paragraph (d)(2) of this section. cluding bidding expenses; and miscellaneous benefits provided for
(2) Indirect costs—(i) Indirect costs al-  (B) Advertising expenses; employees such as safety, medical treat-
locable to exempt construction contracts. (C) Other distribution expenses; ment, recreational and eating facilities,

A taxpayer allocating costs under this (D) General and administrative ex-membership dues, etc.;

paragraph (d)(2) must allocate the followpenses attributable to the performance of (K) Cost attributable to strikes, rework
ing costs to an exempt construction corservices that benefit the taxpayer’s activilabor, scrap and spoilage; and

tract, other than a contract described ities as a whole (e.g., payroll expenses, (L) Compensation paid to officers at-

paragraph (d)(3) of this section, to the exegal and accounting expenses); tributable to the performance of services
tent incurred in the performance of that (E) Research and experimental exthat benefit the taxpayer’s activities as a
contract— penses (described in section 174 and thehole.

(A) Repair of equipment or facilities; regulations thereunder); (3) Large homebuilders.A taxpayer

(B) Maintenance of equipment or facil- (F) Losses under section 165 and theust capitalize the costs of home con-
ities; regulations thereunder; struction contracts under section 263A

(C) Utilities, such as heat, light, and (G) Percentage of depletion in excesand the regulations thereunder, unless the
power, allocable to equipment or facili-of cost depletion; contract will be completed within two
ties; (H) Depreciation, amortization, andyears of the contract commencement date

(D) Rent of equipment or facilities; cost recovery allowances on equipmerdnd the taxpayer satisfies the $10,000,000

(E) Indirect labor and contract supervi-and facilities that have been placed in segross receipts test described in §1.460—
sory wages, including basic compensarice but are temporarily idle (for this pur-3(b)(3).
tion, overtime pay, vacation and holidaypose, an asset is not considered to be tem+e) Cost allocation rules for contracts
pay, sick leave pay (other than paymenisorarily idle on non-working days, and arsubject to the PCCMA taxpayer must
pursuant to a wage continuation plamsset used in construction is considered tse the cost allocation rules described in
under section 105(d) as it existed prior tbe idle when it is neither en route to noparagraph (b) of this section to determine
its repeal in 1983), shift differential, pay-located at a job-site), and depreciatiorthe costs allocable to the entire qualified
roll taxes, and contributions to a suppleamortization and cost recovery alship contract or residential construction
mental unemployment benefits plan; lowances under chapter 1 of the Code icontract accounted for using the PCCM

(F) Indirect materials and supplies;  excess of depreciation, amortization, andnd may not use the simplified cost-to-

(G) Noncapitalized tools and equip-cost recovery allowances reported by theost method described in paragraph (c) of
ment; taxpayer in the taxpayer’s financial rethis section.

(H) Quality control and inspection; ports; (f) Special rules applicable to costs al-

(I) Taxes otherwise allowable as a de- (l) Income taxes attributable to incomdocated under this sectier(1) Nonde-
duction under section 164, other thameceived from long-term contracts; ductible costs.A taxpayer may not allo-
state, local, and foreign income taxes, to (J) Contributions paid to or under acate any otherwise allocable contract cost
the extent attributable to labor, materialsstock bonus, pension, profit-sharing, oto a long-term contract if any section of
supplies, equipment, or facilities; annuity plan or other plan deferring thehe Code disallows a deduction for that
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type of payment or expenditure (e.g., amethod and the look-back method” is refiled. Similarly, if a taxpayer is entitled to
illegal bribe described in section 162(c)). moved. receive look-back interest, the look-back
(2) Costs incurred for non-long-term  11. In the fourth sentence of paragrapimterest compounds under section 6622
contract activities.If a taxpayer performs (c)(2)(vi)(B), the language “Similarly, a” from the initial due date of the return
a non-long-term contract activity, as deis removed and “A” is added in its place. (without regard to extensions) through the
fined in 81.460-1(d)(2), that is incident to 12. In the first sentence of paragrapbate the return, not the Form 8697, is
or necessary for the manufacture, buildic)(2)(vi)(C), the language “81.451-3(e)"filed.
ing, installation, or construction of theis removed and “§1.460-1(e)” is added in
subject matter of one or more of the taxits place.
payer’s long-term contracts, the taxpayer 13. The heading of paragraph881.460—7 and 1.460-8 [Removed]
must allocate the costs attributable to th&ct)(4)(iv) is revised and the last two sen-

* * *x * *

Par. 8. Sections 1.460-7 and 1.460-8

activity to such contract(s). tences are revised.

(9) Method of accountingA taxpayer  14. In the first sentence of paragrapf’ﬁlre removed.
that adopts or elects a cost allocatio(d)(4)(ii)(C), the language “ within the Robert E. Wenzel,
method of accounting (or changes to ameaning of section 1504(a)” is removed Deputy Commissioner of
other cost allocation method of accountand “, as defined in § 1.1502-1(h)" is Internal Revenue.

ing with the Commissioner’s consentjadded in its place.
must apply that method consistently for 15. In the fourth sentence of paragrapffiled by the Office of the Federal Register on April
all similarly classified contracts, until the(e)(2), the language “within the meanin o,dlgglg, 8:45 a'rf”" and published in the issue of the
taxpayer obtains the Commissioner’s comf section 1504(a)” is removed and *, as e Register for May 5, 1999, 64 F.R. 24096)
sent under section 446(e) to change to adefined in §1.1502-1(h)” is added in its

other cost allocation method. place. Foundations Status of Certain
Par. 9. Section 1.460-6 is amended as The revisions and addition read as fol- L.
follows: lows: Organizations
1. A sentence is added to the end of
paragraph (a)(2). §1.460—6 Look-back method. Announcement 99-55
2. In the third sentence of paragraph (g« The following organizations have

« PR failed to establish or have been unable to
(b)(1), the language “by _sub_stltutmg 80 (2) * * * Paragraph (j) of this section . .. . hei blic charit
percent for ‘50 percent’ with” is removed provides guidance concerning the electiomamtam their status as public charities or
and “by substituting ‘at least 80 percent s operating foundations. Accordingly,

not to apply the look-back method in d .
for ‘more than 50 percent’ with” is addedminimis Egges. egrantors and contributors may not, after

in its place. this date, rely on previous rulings or des-
3. The first sentence of paragraph FoROxR RX ignat?ons in thg CL!muIative List of Orga-
(©)(1)(ii)(A) is revised. (C) *** nlzat|qns (P.u.bllcat|on 78),.(.)r on the.pre-
4. The last two sentences of paragraph (1) * » sumption arising from the filing of notices
(c)(2)(ii)(B) are removed. (i) * * * under section 508(b) of the Code. This

5. In the last sentence of paragraph (A) In general. Except as otherwise Ii_sting doemotindica}te that the organizg—
(©)(1)(i)(C)(2), the language “§5h.6" is provided in section 460(b)(6) or §1.460-10NS have lost their status as organiza-
removed and “8301.9100-8 of this chaps(e), a taxpayer must app|y the |00k1:|0nS descr.lbed In se(.:tlon 501(C)(3)! ellgl'
ter” is added in its place. back method to a long-term contract ifP!€ to receive deductible contributions.

6. In the fourth sentence of paragrapthe completion year and in any post- Former Public CharitiesThe following
(©)(2)(v)(A), the language “similarly” is completion year for which the taxpayePrdanizations (which have been treated as

removed. must adjust total contract price or totaP'danizations that are not private founda-
7. The first, second, fifth, and sixthallocable contract costs, or both, undeions described in section 509(a) of the
sentences of paragraph (c)(2)(v)(A) arghe PCM. * * * Code) are now classified as private foun-
removed. e e e dations: - -
8. In the first sentence of paragraph Abundant Life Enterprises Treatment
(c)(2)(vi)(B), the language “81.451— (4)*** Centers Inc., Bakersfield, CA

3(b)(2)(ii), (iii), (iv), and §1.451-3(d)(2), (iv) Additional interest due on look- Acadiana Freenet, Lafayette, LA
(3), and (4)” is removed and “81.460-back interest only after tax liability due.Aeronautical Education Foundation Inc.,
4(b)(4)(i)" is added in its place. *** Unless a taxpayer is entitled to a tax Grand Prairie, TX

9. In the second sentence of paragrapbfund that fully offsets the amount ofAfrican Americans for the Alamo
(c)(2)(vi)(B), the language “the percentdook-back interest due the government, Defenders, San Antonio, TX
age of completion method and” is rethe look-back interest owed by the taxAnimal Passion, Pittsburgh, PA
moved. payer compounds under section 6622rk, New York, NY

10. In the third sentence of paragrapfrom the initial due date of the returnArndt Family Foundation, Rochester, MN
(c)(2)(vi)(B), the language “, for purposeqwithout regard to extensions) through théscension Tabernacle Ministries of the
of both the percentage of completiordate the return, not the Form 8697, is Apostolic Faith, Dolton, IL
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Asia Flight Assistance, Wenatchee, WA

Austen Foundation Inc., Ambridge, PA

Baton Rouge New Community Homes,
Bassier City, LA

Bronx Alliance for the Inclusion of
People with Disabilities, Bronx, NY

Buffalo-Duck River Resource
Conservation & Development
Association, Hohenwald, TN

C AT Canine Awareness Theft,
Douglasville, GA

Centre for Business and Public Sector
Ethics USA, Washington, DC

Citizens Against Homicide, San Rafael,
CA

Construction Equipment Hall of Fame
Inc., Northbrook, IL

Corporation for a Healthy Community,
Anchorage, AK

Demos Youth Hockey Association,
Hopkinton, MA

Economic National Underprivileged
Foundation, Atlanta, GA

FL

Equal Rights Defense Fund Inc.,
St. Louis, MO

Eye on Africa Inc., Mount Vernon, NY

Firehouse Theatre Project Inc.,
Richmond, VA

First Choice Health Center, Detroit, Ml

Fort Rucker Swim Team, Fort Rucker,
AL

Foundation for the Perpetual
Advancement of Human Dignity,
Westlake Village, CA

Friends of Middlesex Fells Reservation
Inc., Stoneham, MA

Friends of the Orchestra, Denton, TX

Future World Class Athletes Fund Inc.,
Wauwatosa, WI

Greg McLaughlin Evangelistic
Ministries, Koshonong, MO

Hope Center, Chicago, IL

IBS Foundation International, Winston
Salem, NC

Idaho Community Reinvestment
Corporation, Boise, ID

International Center for Management
Decisions Inc., Ilthaca, NY

International Exposure, Boulder, CO

Irish American Hall of Fame, Coral
Gables, FL

Its on Programs Inc., Pittsburgh, PA

Joseph M. Budzar Ministries, Inc.,
Lakewood, OH

La Crosse City Vision Foundation, Inc.,
La Crosse, WI
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Laotian International Community

Taxpayers Network Inc., Cedarburg, WI

Development Center of Rhode Island, TC Miller Parent Teacher Organization,

Inc., Providence, RI

Lynchburg, VA

Leo Sowerby Foundation, Chicago, IL  Tea Party Inc., Boston, MA

Lewiston Rural Fire Service
Incorporated, Lewiston, ID

Teaching Youth to Lead by example,
Maywood, IL

Maine Charitable Foundation, Yarmouth, Team Ministries, Stockton, CA

ME

Marching Black & Gold Inc.,
Indianapolis, IN

National Consumer Debt Counseling
Services Inc., Reno, NV

National Rural Housing Foundation,
Washington, DC

Teen Care Peer Facilitators Inc.,
Greenfield, IN

Teen Opportunity Programs Inc.,
Bloomfield Hills, Ml

Telecommunity Foundation, San Marcos,
X

Tell Our Youth Toy Inc., Austin, TX

New Canaan Music Faculty Scholarship Telluride Education Foundation Inc.,

Fund, New Canaan, CT

Telluride, CO

New Jersey State Policemens Benevolentempe Soccer Club Inc., Tempe, AZ

Association, Inc., Bergenfield, NJ

Temple House Inc., Baltimore, MD

Pollution & Recycle Control Information Tenants United for Fairness-Vermont,

Center, Baltimore, MD
Research Foundation for Educational
Excellence, Oregon City, OR

Montpelier, VT
Tennessee Basic Trauma Life Support
Inc., Knoxville, TN

San Joaquin Partnership Foundation, IncTennessee Coalition to Abolish State
Environment in Focus Inc., Coral Gables, Stockton, CA

Killing, Nashville, TN

Saturday School for Children, St. Louis, Tennessee Cooperative Baptist

MO

Fellowship, Chattanooga, TN

Seattle Pacific Education and Research Tennessee Minority Purchasing Council

Associates, Seattle, WA

Education Foundation, Nashville, TN

Society for Learning Disabled Children, Tennessee Quarterly Inc., Nashville, TN

West Chester, PA

Spectrum Housing, Duncanville, TX

T L C Home for Adolescents Inc., Hot
Springs, SD

T3CD Together Tarpon Terminates
Chemical Dependency Inc.,
Clearwater, FL

Tabernacle of Testimony Sanctuary
Ministries, Suitland, MD

Take Responsibility for Yourself Inc.,
Athens, OH

Tal Foundation, Mountain View, CA

Tennessee Senior Games Inc., Nashville,
TN

Tennis Association for Memphis Youth,
Memphis, TN

Tercer Milenio Inc., Bronx, NY

Terra Incognita Limited, Leominster,
MA

Terra Nova Project Inc., Boston, MA

Tewkesbury Abbey Appeal TR Inc.,
Tewkesbury, MA

Texans for Accountable Government,
Austin, TX

Talbot County Public Housing Residents Texas Association for Bilingual

Association Incorporated, Woodland,

GA

Talent Hut Players Inc., Seymour, CT

Tall City Baseball Association Inc.,
Midland, TX

Tall Ship Bounty Foundation Inc., Fall
River, MA

Education TABE, San Antonio, TX
Texas Association of Resource
Conservation & Development Areas,
Austin, TX
Texas Avenue Club Inc., Killeen, TX
Texas Center for Employment Services
Inc., Houston, TX

Tam Cam Foundation, Inc., Greenwich, Texas Centers for the Cultural Arts,

CT
Tamaras Hope Inc., Gilbert, AZ
Tampa Bay Friends for Life Education
Fund Inc., Tampa, FL

Alpine, TX

Texas Childrens Wheelchair Clinic Inc.,
Lindale, TX

Texas Companion Animal Resource &

Tampa PC Users Group Inc., Tampa, FL  Education Society, Dallas, TX

Tara Project Inc., New York, NY

Texas Deaf Caucus, Dallas, TX

Task Force Against Substance Abuse IncTexas Entrepreneurs Society, Houston,

Rumson, NJ
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Texas Karate Foundation Inc., Houston, The Childrens Literacy Program,

TX Washington, DC
Texas Methadone Treatment AssociationThe Class Notes, Ithaca, NY

Inc., Houston, TX The Classical Arts Center of Virginia,
Texas Professional Peace Officers Newport News, VA

Association, Houston, TX The Clinch Mountain Foundation Inc.,

Texas Public Affairs Television Network Lebanon, VA
Inc., Austin, TX The Cutting Edge Publications, Phoenix,
Texas Severe Storms Association Inc. AZ

TESSA, Arlington, TX
Texas Southern University School of
Pharmacy Alumni Association Inc.,  The Empowerment Foundation,
Houston, TX Westlake, OH
Texas Student Association, Denton, TX The Equal Access Consumer Council
Texas Tech Animal Science Alumni Inc., New York, NY
Association, Lubbock, TX The Family Foundation Inc., Austin, TX
The A C Gilbert Foundation Inc., Erie,  The Following Ministries Inc., Mableton,

The Duckenfield Foundation Inc.,
Washington, DC

PA GA

The All Saints Memorial Foundation Inc.,The Forest County Historical Society,
Tenafly, NJ Marienville, PA

The American Quest, Fredericksburg, = The Foundation for AIDS Science and
VA Treatment, Washington, DC

The Angleton Volunteer Firefighters
Association, Angleton, TX

The Anthony David Tony Wright
Memorial Music Scholarship,
Milwaukee, WI

The Archie Wooderson Eric Schultz
Memorial Scholarship, Trinity, TX

The Free Enterprise Foundation Inc.,
Little Rock, AR

The Friends of Newark School of Fine
and Industrial Art Inc., Newark, NJ

The Friends of the Balch Dean Tavern
Inc., Shrewsbury, MA

The Association of Houston Audiologists, Geneva, AL
Houston, TX The Great Millenium Peace Ride Inc.,
The Baptist Banner Inc., Bumpass, VA Tucson, AZ

The Bayport-Blue Point Foundation Inc., The Harvest Institute, Bethesda, MD

Bayport, NY The High Image Network, Richmond,
The Biophysics Research Institute Inc., VA
Ardsley, NY The Home Quarters Charitable

The Bob Payette Memorial Animal
Foundation Incorporated, Brighton,
CO

The Bobby Foundation, EImwood, MA

The Boys and Girls Club of Laytonville, Corporation, Detroit, Ml
Laytonville, CA The James Madison Society Inc.,

The Bristow Sports Complex Association Fredericksburg, VA
Inc., Bristow, OK The Jewett Area Benevolent Fund Inc.,

Foundation, Virginia Beach, VA
The Hyde Park Senior Citizen
Organization, Memphis, TN
The Islands Nonprofit Development

The Carenet Foundation and Patient Jewett, TX
Registry Inc., Indianapolis, IN The Jgenesis Corporation Inc., Atlanta,
The Caring Ones, Savoy, IL GA
The Carolina Alumni Club of The Joe Sandusky Foundation Inc.,
Spartanburg, Spartanburg, SC Sparks, MD

The Center for Depression Treatment and@he Kentucky Center for Health
Research Inc., Belmont, MA Education Inc., Louisville, KY

The Center for Educational and Social
Services Inc., Deklab, IL

The Center for Global Community,
Kansas City, MO

The Charles J Harlow Memorial
Scholarship Fund Inc., Alexandria,
VA

America Inc., Southfield, Ml

The Leadership Consortium of North
Texas Area Colleges & Universities,
Denton, TX

TX
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The Geneva City School Foundation Inc.

The Lady Darling Heritage Foundation of

The Long Island Fund for the
Environment Inc., EImhurst, NY

The Love Foundation Inc., Goldenrod,
FL

The Lucy Myers Urban Ministries Fund,
Jacksonville, FL

The Methods of Motherhood M O M
Foundation, Phoenix, AZ

The Michael A Battley Medical
Foundation, Hazleton, PA

The Miller School Alumni Association
Inc., Charlottesville, VA

The Millicent Fenwick Monument
Association, Bernardsville, NJ

The Mountain Channel, Pine, CO

The Myth-Men, Washington, DC

The National Business Research
Foundation Inc., Alexandria, VA

The National Center for Excellence in
Education and Hall of Fame, Atlanta,
GA

The Negro Baseball League Celebrations
Inc., Voorhees, NJ

The North American Foundation for
Modern Greek Art Inc., Baltimore, MD

The Oak Lawn Community Library
Foundation Inc., Oak Lawn, IL

The Obedient Church of God Through

, Jesus Christ, Washington, DC

The Ogden-Weber Conference and
Performing Arts Foundation, Ogden,
uT

The Old Road Benevolent Society Inc.,
Fishkill, NY

The Patient Assistance Fund Inc.,
Durham, NC

The Patisse Foundation, New York, NY

The Peace Environmental Corporation,
Carrollton, TX

The Peters Wish Foundation Inc.,
Grapevine, TX

The Praying Eagles Ministries, Orlando,
FL

The Promises Inc., Terryville, CT

The Public Radio Service Inc., Columbia,
MD

The Public Safety Foundation a New
Jersey Nonprofit Corporation, Ramsey,
NJ

The Publius Institute, Charlottesville, VA

The Railroad Museum of South Jersey

Inc., Hammonton, NJ

The Rainbow Factory, Richmond, VA

The Rainbow Foundation,
Charlottesville, VA

The Respite Family Care Center Inc.,

The Lollard Resource Center Inc., Dallas, Doyelstown, PA

The Restoration Center Inc., Newark, NJ
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The Rockaway Partnership Inc., To Seniors with Love Convalesce ADHC prove the operation of the Information

Rockaway, NY Center, Sacramento, CA Reporting Program. IRPAC is currently
The Serving Line Inc., Elkridge, MD Tobacco Road Incorporated, Chicago, ILcomprised of 20 representatives from var-
The Society of the Classical Arts Inc.,  Toyah Historical Society, Toyah, TX ious segments of the private-sector payer

Wellington, FL United Women of Color for Change Inc., community. About half of these appoint-
The Southern Arizona Burn Association ~ New York, NY ments to IRPAC will expire at the end of

Incorporated, Tucson, AZ Unity House Apartments Inc., 1999. Additional members will be se-
The Southwest Leadership Team Morgantown, WV lected for two-year terms beginning in

Incorporated, Baltimore, MD Vatan Turkish American Association Inc., January 2000. The IRS is interested in
The Spirit of Truth Community Outreach  Gaithersburg, MD representation from different areas of the

Inc., Piscataway, NJ Victory Temple Cogic Center, Chicago, payer community.

The St. Johns Historical Event IL

Corporation, Jacksonville, FL Washoe Parks Foundation, Reno, NV. = SUPPLEMENTARY INFORMATION:
The Tsavo West Bahai Institute, Austin, Wesleyan Hill Community Development IRPAC reports to the National Director,

LR Corporation, Dayton, OH Office of Specialty Taxes, who is the ex-
The West Bank Neighborhood Wilderness Experience Inc., Emerald  ecutive responsible for ensuring and facil-

Improvement Association Inc., York, Isle, NC itating compliance by payers with infor-

PA _ _ Women Who Write Inc., Chatham, NJ mation reporting requirements. IRPAC is
The Will 3 Murphy African American If an organization listed above submitsnstrumental in providing advice to en-

Museum FOUndation, Tuscaloosaa AL information that warrants the renewal Ohance the IRP Program_ |ncreasing partic-
The Womens Network and Resources  its classification as a public charity or as gation by external stakeholders in the

Inc., Marshall, TX private operating foundation, the Intermnahjanning and improvement of the tax sys-
Theatre Praxis Inc., Chicago, IL Revenue Service will issue a ruling or derem will help achieve the goals of increas-
Theatrix Unlimited Inc., Uniontown, PA ~ termination letter with the revised classiing yoluntary compliance, reducing bur-
Therapeutic Riding Center of North Westfication as to foundation status. Grantor§en and improving customer service.

Arkansas, Bella Vista, AR and contributors may thereafter rely UPORRPAC members are not paid for their
Theyre Aimost There Scholarship and  sych ruling or determination letter as Progme or services. but consistent with Fed-

Loan Fund Inc., Towson, MD vided in section 1.509(a)-7 of the INCOm&, | requations, they will be reimbursed
Think Weather, Inc., Rockville, MD Tax Regulations. [t is not the practice oT’ortheigr]travel ar,ld Io?j/ ing expenses to at-
Thinking Connections, Collins, MS the Service to announce such revised class 4 two public meztig speach ear
This Little Light, Everet, WA sification of foundation status in the Inter; 5o ~ P b g tod 1 ytt 4
Thorr&al\s/;l cakins IHousFt;:‘h_Cllu(Ijtulrarl].Ceg'tA\er nal Revenue Bulletin. and paymtehrgireor\?vr? ﬁa?xae?oir V\?oiir?gr]]

and Museum Inc., Philadelphia,
Thomas Jefferson High Schogl Alumni sessions each year, which are generally

held in Washington, DC. Occasionally, a
meeting will be held in New York, NY,;
Martinsburg, WV; Austin, TX; or else-

Association, Dallas, TX
Thomas M Hennessy Scholarship Trust
N. Hampton, MA

Open Membership Application
' Period for the Information

Thomas Paine Foundation, Media, PA Report_lng Program Advisory where.
Thomas T Goldsmith Il Foundation Inc., Committee Anyone wishing to be considered for

Waldorf, MD. . Announcement 99-56 membership on IRPAC should so ad\(ise
Thrift & Collectible Consignment Inc., the IRS. Please complete the following

Jacksonville, FL AGENCY: Internal Revenue Serviceapplication questionnaire (or a facsimile
Thunder Ministries Inc., Tulsa, OK (IRS), Treasury. thereof prepared on a word processor),
Thunder Soccer Club Inc., Fort Myers, and forward it to Ms. Kate LaBuda of the

FL SUMMARY: In 1991 the Internal Rev- Office Payer Compliance, at the address
Tibetan Resettlement Project-Austin Inc.gnue Service (IRS) established the Infomelow,

Austin, TX mation Reporting Program Advisory
Tiger Haven, Kingston, TN Committee (IRPAC) at the request of thADDRESSES: Internal Revenue Service,
Tiger Town Challengers, Cuyahoga FallsUnited States Congress. The primary pu®P:EX:ST:PC1111Constitution Avenue,

OH pose of IRPAC is to provide an organized\wW, Room 2013, Washington, DC 20224.
Time Out Adult Care Center Inc., public forum for discussion of relevant in-

Madison, NJ formation reporting issues between offiDATES: Completed questionnaires (or
Time-Out Inc., Geneva, AL cials of the IRS and representatives of thigcsimiles) should be received by IRS no
Timothy Awareness Institute for Human payer community. IRPAC offers construcdater than Friday, June 3, 1999. Question-

Services Inc., Hollywood, FL tive observations about current or pronaire received after this date will not be
Tiwahe Wawokiya Project, Sioux Falls, posed policies, programs, and procedurespnsidered. An Acknowledgement letter

SD and when necessary, suggests ways to invill be sent upon receipt.
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FOR FURTHER INFORMATION CON-
TACT: To have a copy of the application
guestionnaire mailed or faxed to you,
please call Ms. Gloria Wilson at 202-622-
4393 (not a toll-free number). For general
information about the application process
or IRPAC in general, call Kate LaBuda at
202-622-3404 (not a toll-free number).

Approved April 22, 1999.

Kate LaBuda,
Acting Director, Office of
Payer Compliance.
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Information Reporting Program Advisory Committee Membership Application Questionnaire

The following questions must be answered by anyone interested in becoming a member of the Information Reporting Pro
Advisory Committee (IRPAC). Applications (or facsimiles produced on a word processor) must be received at the address |i
below by June 3, 1999. Those received after this date will not be considered. All applications received will be acknowlkesiged. C
tions may be directed to Kate LaBuda at 202-622-3404.

Ms. Kate LaBuda, OP:EX:ST:PC, Internal Revenue Service, Room 2D1BConstitution Avenue, NW, Washington, DC 20224.

1. Name:

2. Title:

3. Employer Name:

4, Business Address:

5. Business Phone:

6. Fax Number:

7. E-Mail Address:

8. If you are applying on behalf of an organization or association other than your employer, please state the names arfid addi
that organization. Also provide a letter of reference from that organization stating you are nominated on their behalénb repre
them. This letter should contain the name of a contact and this contact’'s phone number.

9. Home Address:

10. Home Phone:

11. Have you ever served on IRPAC or any other IRS advisory committee such as the Commissioner’s Advisory Group (CAG)
Internal Revenue Service Advisory Council (IRSAC), the Electronic Tax Administration Advisory Committee (ETAAC), or any oth
one? If so, please explain. Do you currently have an application pending for membership on any other IRS advisory committee?

12. Check the one segment of the Information Reporting Program (IRP) payer community to which the organization that you
resent, and your experience, most closely relate:

__ Real Estate
____Transmitter/Forms Developer
____Software Developer
____Insurance: Property & Casualty
____Insurance: Life

____Insurance: Health

____ Securities

__ Mutual Funds

____Payroll

____ State & Local Government

___ Corporate Compliance

____ Small Business Compliance
__ Public Accounting

___ Employee Plans

____Trust Company

____ Corporate Transfer Agent/Utilities
___ Large Banks/Financial Institution
_____Small Banks/Financial Institution
__Restaurant Industry

____ Other (Please specify. ).
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13. List the number of years of IRP-related experience you have, and specific sources of this IRP experiences. (Plefase account
all years of IRP experience claimed.)

14. List Professional credentials (e.g., PH.D., CPA, Enrolled Agent, Attorney, Accountant, etc.)

15. Identify organizations to which you belong and any relevant leadership positions you have held.

16. List any previous IRS employment (please state position(s), title(s), and time in each position):

17. Please propose two topic ideas that you feel would be appropriate for discussion by IRPAC. Include a short desegption (th
sentences) of each topic.

The Following Three Items are Required for an FBI Name Check

18. Date of Birth:

19. Place of Birth:

20. Other names ever used:

The Following Items are Required for an IRS Tax Check. (Please Note That a Tax Check is Not a Tax Audit.)

The Internal Revenue Service will perform the standard Federal Advisory Committee member tax check, (pursuant to 26 U.S.C.
6103; 5 U.S.C. 1303; Executive Orders 9397, 11222, 10450; CFR 5.2; 31 CFR Part 0, Treasury Department Order Nos. 82 (Revised
and 150-87) and provide the information obtained to the Assistant Secretary (Administration) of the Treasury Department. The pu
pose of this tax check is to promote public confidence in the integrity of the Treasury Department and its administratiedof th
eral tax system. Your Social Security Number is required to identify your tax records accurately. This tax check mustted comple
prior to any appointment to this Federal Advisory Committee and you are now being asked to voluntarily provide the following in
formation and, at a later time, you will be asked to sign a formal tax check waiver:

21. Social Security Number (SSN):

22. Spouse’s name and SSN (if married and filing jointly):

The Following Item is Required Because of the Foreign Agents Registration Act (FARA), as Amended

23. | presently am/ am not required to register as an agent of a foreign principal under FARA,
as amended.

Note: Pursuant to 18 U.S.C. sec. 219, an individual who is required to register as an agent of a foreign principal under FARA i
prohibited from serving on IRPAC. By executing this questionnaire, you agree that (1) if you are required to registenasfam age
foreign principal under the FARA before your term commences on IRPAC, you will terminate any and all such agencies prior to be-
ginning your tenure and will provide appropriate verification therefor; and (2) you will immediately resign from IRPAC &you b
come such an agent at any time during your term.

Certification

24. | certify that, to the best of my knowledge and belief, all of my statements are true, correct, complete, and maf#tin good
| also agree to the background checks set forth herein.

Signature

Date

(Filed by the Office of the Federal Register on April 30, 1999, 8:45 a.m., and published in the issue of the FederabRrgigt8r 1999, 64 F.R. 23728)
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulingposition. (Compare witlamplifiedand of terms is used. For examplmodified
use the following defined terms to deelarified, above). and supersededlescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflished that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undeall prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usewill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

H H E.O—Executive Order. PHC—Personal Holding Company.
Ab b revi atl ons ER—Employer. PO—Possession of the U.S.
The following abbreviations in current use and for-ER|SA—Employee Retirement Income Security Act.PR—Partner.
réwue”rgi::.sed will appear in material published in theEX—Executor. PRS—Partnership.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Inleldufe\I. FC—Foreign Country. Pub. L—Public Law.
Acq.—Ac.qwescence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
Eﬁlé—a:;.ard of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C —individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.

CFR—Code of Federal Regulations. G.C.M—Chief Counsel's Memorandum. T—Target Corporation.

Cl—City. GE—Grantee. T.C—Tax Court.

COOP—Cooperative. GP—General Partner. T.D—Treasury Decision.

Ct.D—Court Decision. GR—Grantor. TFE—Transferee.

CY—County. IC—Insurance Company. TFR—Transferor.

D—Decedent. |.R.B—Internal Revenue Bulletin. T.l.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.

DE—Donee. LP—Limited Partner. TR—Trust.

Del. Order—Delegation Order. LR—Lessor. TT—Trustee.

DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.

E—Estate. O—Organization. Y—Corporation.

EE—Employee. P—Parent Corporation. Z—Corporation.
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PTE Prohibited Transaction (c)(8), added; 1.411(a)-11T, re- .
Exemption moved; 1.417(e)-1(b)(3), revised:nterest rates; special use value of farm
(b)(4), added; 1.417(e)-1T, realproperty (RR 20) 1§
amended; qualified retirement plandroposed regulations:
EMPLOYEE PLANS (T.D. 8796) 416 26 CFR 20.2001-1, revised; valuation
Automatic extension of time to file cer- 261 lele 14;1_11(d)(4),d.amer?ded; of adjusted taxable gifts and section
tain employee plan returns (Ann. 37) A411(d)-4T, removed; employee  2701(d) taxable even_ts (REG—
15,9 stock ownership plans qualified re-  106177-98) 1225, correction (Ann.
Determination letters (RP 6) 187 griment plan benefits (T.D. 8806) 28) 13,25
Eligible rollover distributions; transitional ' - 26 CFR 20.2031-7, 20.7520-1,
relief (Notice 5) 3,10 261 A?lT?j 16.41d1d(dd)'_6Tt,' re:cno_ve_?, amended; valuation of annuities, in-
Enrolled actuaries, examination program 411(d)- » added, notice of signitl- terests for life or term of years, and
cant reduction in the rate of future . . .
(Ann. 25) 1235 remainder or reversionary interests

] . . benefit accrual (T.D. 8795) 8,
Extension of remedial amendment perlog)ualification: master and prototype plans (REG- 103851-99) 203

(RP23) 165 (Ann. 50) 196 26 CFR 20.2055-1(d)(6), added:;
Funding: : i VB 20.2056(b)-4, amended; marital de-
Full funding limitations, weighted aver- Tax-sheltered'ananes (RP13 ducti .( )| ; fi :

. echnical advice (RP 5) 158 uction; valuation of interest passing
age_mterest rate for January 199 ser fees (RP 8) D29 to surviving spouse (REG—114663—
(Notice 7) 4,23; February 1999 (No- 97) 6,17

tice 11) 8,56; March 1999 (Notice EMPLOYMENT TAX Regulations:

15) 12,21; April 1999 (Notice 21) . ]
17,19; May 1999 (Notice 28) 218 Deferred compensation: 26 CFR 20.2031-0, revised;
20.2031-7, —7A, amended; 20.2031—-

Letter rulings, etc. (RP 4) 115 Change in method of accounting _ _
Plan administration (Notice 1) 8, (Notice 16) 1310 7T, added; 20.2055-2, amended;
Proposed Regulations: Disregarded entities (Notice 6) R 20.7520-1, amended; 20.7520-1T,

26 CFR 1.401(a)(31)-1, amended; reFederal Insurance Contributions Act  added; valuation of annuities, inter-
lief from disqualification for plans (FICA) taxation of amounts under  ests for life or term of years, and re-
accepting rollovers (REG-245562— employee benefit plans; correction  mainder or reversionary interests
96) 9,45 (Ann. 41) 16,10 (T.D. 8819) 205

1999-22 |.R.B. 45 June 1, 1999



EXCISE TAX GIFT TAX—Continued INCOME TAX—Continued

Kerosene registration, provisions in final  added; 25.7520-1, amended; Form 1040NR (RP 25) 224
regulations (Ann. 40) 16,0 25.7520-1T, added; valuation of an- Submission of Form W-5 (Ann. 3) 3,
Penalty: nuities, interests for life or term of 19 Forms W-4P, W-4S and W-4V
Failure to deposit penalty using elec-  years, and remainder or reversionarE (Ann. 6) 4’2,4 L
tronic funds transfer (Notice 12) 9, interests (T.D. 8819) 26, nrolled actuaries, examination program

A (lorice 29) 1716 Exclusions.inciusions:
Proposed regulations: } ' .
26 CFR 1.6302—4, revised: 20.6302_1|,NCOME TAX Payments for Temporary Assistance for

added: 25.6302-1, addedAccounting period guidance (Notice 19)  Needy Families (Notice 3) 20

31 630é—1 amended:; 40.6302(a)-1, 16.4 Failure to deposit federal tax; penalties
added: electronic funds transfers ofction on Decision; court decisions in (RP10) 211

federal deposits (REG-100729-98) 1999-4 L.R.B. 4; correction (Ann. 17)Foreign sales corporations (FSCs)

14,9 9,59 grouping redeterminations under
26 CFR 49.4251-4, added: communiAutomobile owners and lessees (RP 14) transition rule; extension of time to file
cations excise tax; prepaid telephone ;56 (Notice 24) 2074
cards (REG—118620—97) 9’ 46 Business expenses: Forms:
Lease-in / lease-out transactions (RR 1040NR instructions for 1998, cor-
14) 13,3 rected (Ann. 8) 424
EXEMPT Certain transfers of stock or securities by 1042-S, request for public comments
ORGANIZATIONS U.S. persons to foreign corporations  (Ann. 24) 14,12; correction (Ann.
_ and related reporting requirements;  46) 16,13
Letter rulings, etc. (RP 4) 115 correction (Ann. 42) 1611 1120-FSC, Schedule P, request for

L|St Of Organizations ClaSSified as privatq:ertain transfers to foreign partnerships comments (Notice 23) 203
foundations (Ann 10) 563; (Ann. 13)  and foreign corporations; correction 8866 (Ann 16) 880

6, 20; (Ann. 15) 8,78; (Ann. 19) 10,  (Ann. 43) 1611 Individual retirement arrangements:
63; (Ann. 20) 11,53, (Ann. 22) 1232 Chief Counsel advice available for public Payroll deductions (Ann. 2) 24
(Ann. 23) 15,7; (Ann. 27) 13,22; inspection (Ann. 4) 315 Recharacterizations and reconversions
(Ann. 32) 14,20; (Ann. 48) 17,20; Child support enforcement program (RP  (Ann. 5) 3,16
(Ann. 49) 18 7; (Ann. 51) 19 6; (Ann. 12) 3,13 Innocent spouse equitable relief; com-
54) 21,32 Commodities dealers; securities or com- ments (Notice 29) 28

Private foundations (Ann. 9) 24 modities traders; procedures for makisurance companies:

Regulations: ing elections (RP 17) B2 Tentative differential earnings rate for

26 CFR 301.6104(d)-2 through —5Continuation coverage requirements ap- 1998 (Notice 13) 1®26
added; public disclosure of material plicable to group health plans; correc- Prevailing state assumed interest rates

relating to tax-exempt organizations tion (Ann. 39) 1510 (RR 10) 10,10
(T.D. 8818) 173 Credit for increasing research activities; Discounting estimated salvage recover-
Revocations (Ann. 45) 182 hearing (Ann. 38) 19 able (RP 16) 750
Taxes on excess benefit transaction€RT and capital gain modification (No- Loss reserves; discounting unpaid
hearing (Ann. 21) 1155 tice 17) 146 losses (RP 15) 42
Technical advice (RP 5) 158 Cumulative Bulletin continued with a Interest:
User fees (RP 8) 229 new format (Ann. 36) 1610; correc- Investment:
tion (Ann. 52) 199 Federal short-term, mid-term, and
G”:T TAX Daily transportation expenses; commut- long-term rates for January 1999
ing expenses; business expenses; per- (RR 2) 2,5; February (RR 8) 6,
Proposed regulations: sonal expenses (RR 7)4, 10; March 1999 (RR 11) 1018;
26 CFR 25.2504-2, revised; valuatiorDebt roll-ups; election to treat certain debt April 1999 (RR 17) 144; May
of certain gifts for preceding calendar substitutions as realization events (RP 1999 (RR 21) 183
periods (REG-106177-98) 125; 18) 11,7 Rates:
correction (Ann. 28) 125 Deficiencies: Underpayments and overpayments
26 CFR 25.2512-5, amended; 25.7520- Interest abatement, Presidentially de- for calendar quarter beginning
1, amended; valuation of annuities,  clared disasters (Notice 2) &, April 1, 1999 (RR 16) 13%
interests for life or term of years, andDisregarded entity to partnership (RR 5) Interest netting for interest accruing be-
remainder or reversionary interests 6,8 fore October 1, 1998 (RP 19) 13)
(REG-103851-99) 2®3 Election in respect of losses attributable ttnventory:
Regulations: a disaster (RR 13) 1@, LIFO:
26 CFR 25.2512-0, revised;Electronic filing; magnetic media: Price indexes; department stores for
25.2512-5, amended; 25.2512-5T, 1998 Form 8596 (RP9) 27 November 1998 (RR 4) 4,9;
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INCOME TAX—Continued

Penalty and interest study (Notice 403,

Proposed regulations:

26 CFR 1.25A-0 thru 1.25A-5, added,;
calculation of education credit and
general eligibility requirements
(REG-106388-98) 127

26 CFR 1.42-5, -6, —-11, -12, -13,
amended; 1.42-17, added; low-in-
come housing credit; compliance
monitoring, etc. (REG-114664-97)
11,21

INCOME TAX—Continued

December 1998 (RR 9) 714;
January 1999 (RR15) 12; Feb-
ruary 1999 (RR 19) 1%; March
1999 (RR 22) 193
Letter rulings, determination letters, and
information letters issued by Associate
Chief Counsel (Domestic), Associate
Chief Counsel (EBEO), Associate
Chief Counsel (Enforcement Litiga-
tion), and Associate Chief Counsel
(International) (RP 1) 16
Long-term capital gain treatment for 55 ~ER 1.79-3, amended; group-term
1997-1998 fiscal year filers (Ann 11) 5, insurance: uniform programs
64 _ , (REG-209103-89) 11,0
Low-income housing tax credit: 26 CFR 1.170A-12, amended:
Alternative collateral program (RP 11) 2, 1.642(c)-6, amended; 1.664—4,
14 amended; 1.7520-1, amended; valu-
1999 calendar year resident population  ation of annuities, interests for life or
estimates (Notice 10) @6; (Notice term of years, and remainder or re-
22)195 versionary interests (REG-103851—
Satisfactory bond; “bond factor” 99) 20,93
amounts for the period October 26 CFR 1.221-1, added; deduction for
through December 1998 (RR 1)4, interest on qualified education loans
January through March 1999 (RR (REG-116826-97), 1@0
18) 14,3; April through June 1999 26 CFR 1.355-0, amended; 1.355-6,
(RR24) 213 . revised:; recognition of gain on cer-
Low-income taxpayer clinics grant pro-  tain distributions of stock or securi-
gram (Notice 9) 423 ties of a controlled corporation
Mark-to-market election for regulated (REG-106004-98) 207
investment companies that are share- 5 cFR 1.446-1, added: 1.471-12,

holders of PFICs (Notice 14) 17, added; 1.475(c)-1, revised; 1.475(c)—
Model qualified intermediary withholding

agreement (Notice 8) 26

Mutual holding company conversions
(RR3)3,4

National median income — 1999 (RP 22)
15,5

Nonconventional source fuel credit, sec-
tion 29 inflation adjustment factor and
reference price (Notice 18) 18; cor-
rection (Ann. 53) 2095

Notice of significant reduction in the rate
of future benefit accrual, T.D. 8795;
correction (Ann. 31) 1326

OMB control numbers assigned pursuant
to the Paperwork Reduction Act; cor-
rection (Ann. 44) 1612

Optional standard mileage rates; effective
date (Ann. 7) 245 and other similar funds (REG-

Partnership to disregarded entity (RR 6) 6, 209619-93) 1028
6 26 CFR 1.663(c)-1, amended;
Passive foreign investment companies; 1.663(c)-2, revised; 1.663(c)-3,
definition of marketable stock; correc-
tion (Ann. 35) 1422

1.475(g)-1; 1.475(e)-1, added,;
1.475(f)-1, -2, added; 1.475(g)-1,
amended; mark-to-market account-

traders in securities or commodities
(REG-104924-98) 1@.7
26 CFR 1.453-12, added; capital gains,

tion 1250 gain (REG-110524-98)
10,55
26 CFR 1.468B-0, amended;
amended; 1.468B—6 thru 1.468B-9,
and intermediary sections, added;
1.1031(k)-1, amended; escrow funds

1.663(c)-4, added; 1.663(c)-5,

Penalties: amended; 1.663(c)—6, added; sepa-
Designation of Federal Tax Deposits  rate share rules applicable to estates
(RP10)211 (REG-114841-98) 111

1999-22 |.R.B. 47

amended; 1.663(c)—4, redesignated; 26 CFR 301.6221-1,

INCOME TAX—Continued
26 CFR 1.861-8, amended; 1.865-1,

added; 1.865-2, amended; allocation
of loss with respect to stock and
other personal property (REG-—
106905-98) 1139

26 CFR 1.1296(e)-1, added; passive

foreign investment companies; defi-
nitions of marketable stocks (REG—
113744-98), 19

26 CFR 1.1362-3, amended; 1.1502—-

76, amended; acquisition of an S
corporation by a member of a con-
solidated group (REG-106219-98)
9,51

26 CFR 1.1502-3, amended; 1.1502—

9A, added; new 1.1502-9, added;
consolidated overall foreign losses
and separate limitation losses (REG—
106902-98) 857

26 CFR 1.1502-13, amended; inter-

company transactions (REG-
105964-98) 1222

26 CFR 1.6302-4, revised; 20.6302-1,

added,; 25.6302-1, added;
31.6302-1, amended; 40.6302(a)-1,
added; electronic funds transfers of
federal deposits (REG—-100729-98)
14,9

26 CFR 1.6695-1, amended; retention

of income tax return preparer’s sig-
nature (REG-106386-98) 15

2, added; 1.475(e)-1, redesignated as 26 CFR 1.6695-2, added; preparer due

diligence requirements for determin-
ing earned income credit eligibility
(REG-120168-97) 146

ing for dealers in commodities and 26 CFR 1.7701(1)-3, added; 1.1441-7,

amended; recharacterizing financing
arrangements involving fast—pay
stock (REG— 104072-97) 112

installment sales, unrecaptured sec- 26 CFR 54.4980B, amended; continua-

tion coverage requirements of group
health plans (REG-121865-98) 8,
63

1.468B-1, amended; 1.468B-5, 26 CFR 301.6103(j)(1)-1, amended;

disclosure of return information to
the Bureau of Census (REG-
121806-97) 1046

26 CFR 301.6103(k)(9)-1, added;

301.6311-1(a)(1)(i), amended; pay-
ment of tax by credit card or debit
card (REG-111435-98) 35

amended;
301.6223(c)-1, amended;
301.6224(c)-3, amended;

301.6229(b)-2, added; 301.6229(f)—
1, added; 301.6231(a)(1)-1, amended,
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INCOME TAX—Continued

301.6231(a)(6)-1,
301.6231(a)(7)-1, amended; modifi-
cations and additions to the unified

INCOME TAX—Continued
amended; 26 CFR 1.408A-0 through -9, and in- 26 CFR

termediary sections, added; Roth
IRAs (T.D. 8816) 84

partnership audit procedures (REG— 26 CFR 1.469-10, revised; 1.7704-3,

106564-98) 1053

26 CFR 301.6320-1, added; notice and
opportunity for hearing upon filing
of notice of lien (REG-116824-98)
7,57

INCOME TAX—Continued

1.6695-1, amended;
1.6695-1T, added; retention of in-
come tax return preparer’s signature
(temporary) (T.D. 8803) 125

added; certain investment income 26 CFR 1.6695-2T, added; preparer

under the qualifying income provi-
sions and the application of the pas-
sive activity loss rules to publicly
traded partnerships (T.D. 8799) 6, 12

26 CFR 301.6330-1, added:; notice and 26 CFR 1.664—1(a)(7), (d)(1)(iii), (f)(4),

opportunity for hearing prior to levy
(REG-117620-98) A9

26 CFR 301.7502-1, revised;
301.7502-2, added; Timely mailing
treated as timely filing / electronic
postmark (REG—-115433-98)

added; 1.664-2(a)(1)(i), revised;
1.664-3, amended; 25.2702—
revised; charitable remainder trusts
and special valuation rules for trans-
fers of interests in trusts (T.D. 8791)
57

26 CFR 801.0-1 thru 801.0-5, and in- 26 CFR 1.861-8, amended; 1.861-8T,

termediary sections, added; estab-
lishment of a balanced measurement
system (REG-119192-98) U5
Proposed update of Rev. Proc. 65-17
(Ann. 1) 2,41
Publications:
547 Revised (Ann. 33) 121
584 Revised (Ann. 33) 121
954 Revised (Ann. 26) 120
Qualified intermediary; section 1441
extension to 2001 (Notice 25) 216
Recharacterizing financing arrangements
involving fast-pay stock, REG-
104072-97; correction (Ann. 30) 126
Refunds and credits:
Period of limitations, financial disabil-
ity (RP21) 1718
Regulations:
26 CFR 1.170A-6, amended;
1.170A-12T, added; 1.642(c)-6,

—6A, amended; 1.642(c)-6T, added; »6 cFR 1.1502—-3T.

1.664-4, —4A, amended; 1.664—4T,
added; 1.7520-1, amended; 1.7520—
1T, added; valuation of annuities, in-
terests for life or term of years, and

remainder or reversionary interests 26 CFR 1.6038B-1,

(T.D. 8819) 205

26 CFR 1.148-5(d)(6)(iii), revised;
1.148-5(e)(2)(iv), added; arbitrage
restrictions on tax-exempt bond
(T.D. 8801) 45

26 CFR 1.195-1, added; election to
amortize start-up expenditures for
active trades or businesses (T.D.
8797)55

26 CFR 1.337(d)-4, added; certain
asset transfers to a tax-exempt entity
(T.D. 8802) 410

June 1, 1999

amended; 1.865-1T, added; 1.865-2,
added; 1.865-2T, added; 1.904-0,
amended; 1.904—-4, amended; alloca-

tion of loss with respect to stocks and 2

other personal property (T.D. 8805) 5,
14

to repeal of tax on interest of nonresi-
dent alien individuals and foreign cor-
porations received from certain port-
folio debt investments (T.D. 8804)
12,5; correction (Ann. 29) 1,25

26 CFR 1.881-3, corrected conduit

arrangement regulations (Ann 14) 7,
60

26 CFR 1.1441-1, -5, -6, -9, revised;

1.1441-4, amended; 1.1441-8, redes-
ignated and amended; 1.1443-1, re-

due diligence requirements for deter-
mining earned income credit eligibil-
ity (temporary) (T.D. 8798) 12,6

26 CFR 1.7702B-1, -2, added; quali-

fied long-term care insurance con-
tracts (T.D. 8792) 736

1©)®3). 26 CFR 54.4980B-0 through —8, and

intermediary sections, added; contin-
uation coverage requirements of
group health plans (T.D. 8812)B)

26 CFR 301.6103(j)(1)-1, amended,;

301.6103(j)(1)-1T, added; disclo-
sure of return information to the Bu-
reau of Census (T.D. 8811) 11®

6 CFR 301.6103(k)(9)-1T, -2T,
added; payment of tax by credit card
or debit card (T.D. 8793) 15

26 CFR 1.871-14, revised; rules relating 26 CFR 301.6221-1T, amended,;

301.6223(c)-1T, amended,;
301.6224(c)-3T, amended,;
301.6229(b)-2T, added,;
301-6229(f)-1T, added;
301.6231(a)(1)-1T, amended;
301.6231(a)(6)-1T, amended;
301.6231(a)(7)-1, amended;

301.6231(a)(7)-1, added; modifica-
tions and additions to the unified
partnership audit procedures (T.D.
8808) 1021

vised; requirements for the deduction 76 cER 301.6320-1T, added: notice

and withholding of tax on payments
to foreign persons (T.D. 8804) 12,

and (vi), amended; consolidated re-
turns, limitation on recapture of over-
all foreign loss accounts (T.D. 8800)
4,20

amended;
1.6038B-2, added; notice of certain
transfers to foreign partnerships an
foreign corporations (T.D. 8817) 8,
51

26 CFR 1.6042-3, amended; dividends

subject to reporting; 1.6045-1,
amended; returns of information of
brokers and barter exchanges;

26 CFR 301.6404-2,

and opportunity for hearing upon fil-
ing of notice of lien (T.D. 8810) 1,9

—9(), -9T(O)DV) 26 CER 301.6330-1T, added: notice

and opportunity for hearing prior to

levy (T.D. 8809) 727

added,;

301.6404-2T. removed; abatement
of interest (T.D. 8789)

d 26 CFR 301.7502-1, amended;

301.7502-1T, added; timely mailing
treated as timely filing / electronic
postmark (T.D. 8807) 83

26 CFR 301.7701-5, amended;

301.7701-7, added; residence of
trusts and estates (T.D. 881334,

1.6049-5, amended; interest and origRenewable electricity production credit;
inal issue discount subject to report- calendar year 1999 inflation adjustment

ing after December 31, 1982 (T.D.
8804) 125

48

factor and reference price (Notice 26)
21,4
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Roth IRAs: Section 911(d)(4) waiver; 1998 update Counsel (EBEO), Associate Chief
Conversions on Form 8606, Nonde- (RP 20) 147 Counsel (Enforcement Litigation), and

ductible IRAs (Ann. 18) 11 Specifications for Form 1042-S:

Associate Chief Counsel (International)
Rulings: Rev. Proc. 98-44, 1998-32 I.R.B. 11; (RP2) 1,73
Areas in which advance rulings will not correction (Ann. 12) 555 Termination of employment for miscon-
be issued:

Standard Industry Fare Level (SIFL) rates duct; IRS employees (Notice 27),24

Associate Chief Counsel (Domes- for the first half of 1999 (RR 12) 11, 6 Withholding regulations under section
tic), Associate Chief CounselStart-up expenditures (RR 23),2D 1441; effective date extended (Notice
(EBEO) (RP 3) 1103 Technical advice to district directors and 25) 2Q 75

Associate Chief Counsel (Interna- chiefs, appeals offices, Associate Chief

tional) (RP 7) 1226 Counsel (Domestic), Associate Chief
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allow two to six weeks, plus mailing time, for delivery.

WE WELCOME COMMENTS ABOUT THE
INTERNAL REVENUE BULLETIN

If you have comments concerning the format or production of the Internal Revenue Bulletin or suggestions for improving it, we
would be pleased to hear from you. You can e-mail us your suggestions or comments through the IRS Internet Home Page
(www.irs.ustreas.gov) or write to the IRS Bulletin Unit, OP:FS:FP:P:1, Room 5617, 1111 Constitution Avenue NW, Washington,
DC 20224.




